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I dedicate this book to the memory of my parents, Seymour and Helen Fox. 
From dramatically different perspectives, they taught my siblings and me, 
their children, the Jewish values of family, education, and tikkun olam. We 
have instilled these values in our children, with hopes that they will do the 
same. It wasnt until I became a parent myself that I realized how much of 
any success I have achieved is because of my own parents. 


PREFACE 


It began with a nun and continued with a rabbi. 

I was trained in conventional economics, teaching and writing in those 
fields, until the lucky day when Sr. Francis Joseph, of blessed memory, 
asked me to be the respondent to the Faith-Justice Outreach Lecture on 
the Tenth Anniversary of Economic Justice for All: Pastoral Letter on 
Catholic Social Teaching and the U.S. Economy. 

I felt up to the challenge of the economics in the document, but as a 
Jew, I had no knowledge of the theology, despite my many years at Saint 
Joseph’s University, a Jesuit, Catholic institution. 

I sought assistance from a theology colleague, which led to a collabora- 
tion with D. Stephen Long (now at Southern Methodist University). 
Steve and I taught “Profits and Prophets: Theology and Economics in 
Conflict?” together and began a research collaboration that concluded 
with Calculated Futures: Theology, Ethics, and Economics. 

Sometime later, my friend Rabbi Martin Sandberg suggested that I 
look at the Jewish social justice tradition and its connection to economics 
and public policy issues. He invited me to be the Scholar in Residence at 
his synagogue in Jacksonville, Florida. That was the beginning of this proj- 
ect. This book is the culmination. 

Profits and Prophets is a synthesis of economic analysis and Jewish social 
teaching about contemporary public policy issues. The policy issues are 
front page news on a daily basis. Even if someone is fully schooled in either 
discipline, it is unlikely that they are aware of the two different ways of 
analyzing a public policy issue or the conflicts or similarities between them. 
Both the economic and Jewish analyses are intended to be accessible to 
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most readers. Neither an advanced degree in economics nor years of study 
of Talmud is required to learn from this project. 

The book’s ultimate focus is on public policy issues. But to truly under- 
stand the analysis, it is critical to understand the conceptual and theoreti- 
cal foundations of market economics and Jewish social justice, which I 
present in Chaps. 1 and 2. In subsequent chapters, I analyze four public 
policy issues from both market economics and Jewish social justice per- 
spectives: minimum wage, immigration, climate, and usury. The introduc- 
tory chapter gives an overview of each topic. 


md? WN? TO OAT 198A TAN 
The stone that the builders rejected became a cornerstone. 


Psar™m 118:22 


Philadelphia, PA Nancy Ruth Fox 
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INTRODUCTION 


Chapter 1 Profits and Prophets This first chapter sets the tone for the rest 
of the book. It is an analysis of the conceptual foundations of market eco- 
nomics and Jewish social justice. Both are about decision making—eco- 
nomics is descriptive, and Jewish social justice is prescriptive. Economics 
emphasizes the individual, while Jewish social justice emphasizes the com- 
munity and each person’s responsibility to others. There is, however, con- 
siderable practical economics in the Jewish tradition. I illustrate with 
prosbul (a work around to the remission of debts), profit ceilings and the 
definition of need. 

For example, the Jewish tradition teaches that there is nothing wrong 
with earning a profit as long as it is not excessive. There is a recognition 
that profit must be high enough so that merchants have an incentive to 
produce and sell. The rabbis put a one-sixth limit on profit for necessities, 
like food and housing, to ensure that all can afford them. 

The Talmud teaches “But for the evil desire, no man would build a 
house or take a wife and have children or buy and sell in business.” 
Substitute “self-interest” for “evil desire,” and it sounds a lot like the role 
of incentive in decision making. 

Chapter 2 What’s So Good about the Market? In this analysis of the mar- 
ket, I discuss the role of price, market failure, and the tradeoff between 
efficiency and equity, with an emphasis on both the virtues and shortcom- 
ings of the market. I assert that it is far easier to understand what the 
market does wrong than what it does right. It is a challenge to explain why 
rent control is bad economic policy and not the best way to help people 
get affordable housing. I analyze how price resolves the basic economic 
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questions of what to produce, how to produce, and how to allocate goods 
and services. I emphasize that there is an appropriate role for government 
intervention in the market in instances of market failure but caution about 
the undesirable effects of government intervention at other times. 

Chapter 3 Minimum Wage I begin with a historical review of the federal 
minimum wage and data about the level of minimum wage and coverage. 
The current federal minimum wage is $7.25 an hour and has not been 
increased in ten years. In terms of buying power, it is at its lowest level 
since 1968. Twenty-nine states have a minimum wage higher than the 
federal one. In the past few years, several major corporations, including 
Amazon, Target, and even Walmart, have increased the wage they pay to 
their lowest-paid employees to between $10 and $15 an hour. 

Standard economic theory predicts that an increase in wage will lead to 
a decrease in the number of workers hired, but the reality is more nuanced 
and complex. Groundbreaking research in the early 1990s reversed earlier 
accepted wisdom that supported the theory. An economic analysis of the 
minimum wage follows with a review of the empirical research. 

I then discuss the Jewish social justice perspective of people as workers 
and how that informs wage determination. The Jewish tradition views the 
worker as a human person, who should be paid sufficient amount to sup- 
port a family. In fact, an employer is considered to be responsible for the 
welfare of workers, a direct contradiction of standard economic analysis. I 
conclude with a discussion of the $15 minimum wage movement. 

Chapter 4 Immigration I begin with a historical overview and then 
discuss the effects of immigration on the economy in general and on native 
wages in particular. Standard economic theory predicts that as immigrants 
increase the supply of labor, equilibrium wage will decrease. But as is the 
case for minimum wage, it is more nuanced and complex. Among other 
factors, there are numerous, distinct labor markets. Most studies conclude 
that there is minimal effect on native wages. Most who are affected are in 
low-skilled jobs and do not have a high school education. 

Economic research also shows that the impact of immigration changes 
over time. Immigrants add to federal revenues but are generally a cost at 
the state and local level. The last section examines Jewish teaching. Loving 
the stranger is a basic Jewish value; the ger (stranger) should be protected. 
The market and Jewish social justice perspectives both support a generous, 
pro-immigrant public policy. 

Chapter 5 Environment I begin with a discussion of externalities and 
different solutions—taxes or government regulation. Externalities occur 
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when a person’s or firm’s actions have unintended effects on others. In the 
case of negative externalities, that means that the social cost is greater than 
the private cost, resulting in too much production of the particular good. 
In a recent publication, over 3500 economists (including former Federal 
Reserve Board chairs and chairs of the Council of Economic Advisors) 
endorsed a carbon tax as the best way to deal with climate change. 

Jewish teaching emphasizes avoiding harm. There is no such concept as 
an acceptable level of environmental damage. But there is ambiguity on 
this—if an action that results in harm to others, as is the case of polluting 
a stream, is necessary for someone’s livelihood, it is permitted. But in most 
cases, the good of the community always takes precedence over the indi- 
vidual, a direct contrast to market economics. 

Chapter 6: Usury begin with an analysis of the determination of inter- 
est rates. I continue with a discussion of usury from a historical perspec- 
tive. An analysis of the Jewish teaching on usury—no interest is permitted 
on loans between Jews—follows, along with the problems this poses and 
the solutions the rabbis developed. The chapter concludes with an evalua- 
tion of payday loans—should they be prohibited, should there be a ceiling 
on the interest rate that is charged, and are people better off with or with- 
out them? 

Payday loans are for small amounts of money for a short time period. 
But a significant number of borrowers roll over those loans and end up 
paying a three-digit annual percentage rate (APR). They take out these 
loans because they have no alternative. Many states have put limits on the 
interest rate, and the federal government has limited the interest rate on 
payday loans to active military personnel to 36% APR. This ties directly 
into Chap. 2—are people better off with price-ceilings, paying less but 
having fewer goods available, or with market-determined prices, paying 
more with more goods available. Lower prices with more available goods 
is not a possibility. I conclude that the real question is why people find 
themselves in the situation where they need a payday loan in the first place 
and consider broader, structural solutions such as a higher minimum 
wage, paid family leave, and universal health care. 

The Conclusion brings the concepts together, highlighting the differences 
in approaches, and concludes that there is a place for both market eco- 
nomics and Jewish social justice. I quote Rebecca Blank, Provost at the 
University of Wisconsin. In Is the Market Moral? she writes, “I am an 
economist and a Christian. As an economist, I believe in markets ... the 
key question is not ‘should there be a market’ (and implies the answer is 
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certainly yes) but ‘what are the limits to markets as an organizing structure 
for economics life?” (pp. 12-13). She concludes, “there are times when 
other-interest is more important than self-interest, when we as a society 
need to respond more effectively to the human pain caused by market 
outcomes, and when ‘freedom to choose’ must give way to other values” 


(p. 54). 
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CHAPTER 1 


Profits and Prophets: Market Economics 
and Jewish Social Ethics 


Abstract This chapter provides an analysis of the conceptual foundations 
of market economics and Jewish social justice. Both are about decision 
making—economics is descriptive, and Jewish social justice is prescriptive. 
Economics emphasizes the individual, while Jewish social justice empha- 
sizes the community and each person’s responsibility to others. There is, 
however, considerable practical economics in the Jewish tradition. Prosbul 
(a work around to the remission of debts), profit ceilings, and the defini- 
tion of need are examples discussed in this chapter. 

The Talmud teaches, “But for the evil desire, no man would build a 
house or take a wife and have children or buy and sell in business.” 
Substitute “self-interest” for “evil desire,” and it sounds a lot like the role 
of incentive in decision making. 


Keywords Market economics ¢ Justice ¢ Decision making 


INTRODUCTION 


One of Hillel’s! most famous teachings illustrates an important contrast 
between market economics and Jewish social ethics. In Pirke Avot, Ethics 
of our Fathers (1:14) Hillel taught, “If I am not for myself, who will be for 
me?” The answer might be a fellow Jew because community and concern 
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for others are core Jewish values. It might also be a defensive explanation 
of self-interest, for fear others will do the same. 

The second part of that teaching says, “if I am only for myself, what am 
I?” The answer might be “homo economicus,” the “economic man” 
described by a market economist. The rational decision maker that econo- 
mists observe and study takes only his/her own well-being into account, 
without regard to how it affects others and without any regard for anyone 
else’s well-being. 

Essentially, both market economics and Jewish social ethics are about 
decision making. Economics is about how people do make decisions, and 
Jewish ethics is about how they ought to make decisions. Economics, a 
social science, is descriptive—it describes people’s behavior; economists 
look at what is and predict outcomes. Judaism, a faith and ethical tradi- 
tion, is prescriptive—it looks at what is and its outcomes and advises what 
should be. Jewish ethics instructs people how they should live. 

But why do we need prescriptions, rules about ow to live? It must be 
the case that people would behave differently—and presumably in an 
unacceptable way—without them. In this way, in fact, both economics and 
Jewish ethics seem to view people’s natural instincts in the same way—self- 
interested. If not, there would be no need to provide ethical guidelines 
for living. 

Economics is about the first-person singular, it’s about “me.” And 
while it may seem at times that I do take others into account when I make 
a decision (like volunteering, for example), I make that decision because it 
makes me feel good; that’s my motivation. When asked why they volun- 
teer at places like homeless shelters or soup kitchens, most respond it is 
because they “feel good” helping the less fortunate. The motivation comes 
from the effect of their action on themselves, not on others. 

On the other hand, much of Judaism is about first-person plural; it is 
about “us,” even for something as basic to Judaism as prayer. For many 
prayers, Jews are required to pray as a community; a minimum of ten is 
required for a minyan.’ Although not universally so, numerous prayers are 
in the plural. Baruch atah adonai, elohenu melach haolam, asher kiddshanu ... 
Blessed are you, Lord our God, ruler of the universe, who command us... 
(Rabbinical Assembly, Sim Shalom 1998, p. 301). Even on Yom Kippur, the 
holiest day of the year, when Jews recite the Ashamnu and Al Het prayers, 
the confession of sins, they too are in the plural. We have sinned (ashamnu— 
we are blameworthy; bagadnu—we have betrayed our ideals; Al Het—for 
our sins committed through hardness of heart and for our sins committed 
by betraying others) (Greenberg and Levine 2001, pp. 434-441). 
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THE MARKET PERSPECTIVE 


Most succinctly, economics is the study of how individuals and societies 
make decisions in the context of unlimited wants and limited resources. It 
is based on the premise that individuals respond to incentives and make 
rational decisions to maximize their own, personal, satisfaction. Firms 
make rational decisions to maximize their profit. The goal of an economic 
system is efficiency—producing as much as possible of what people want, 
with limited resources, at the lowest cost. 

The combination of the primacy of the individual and the satisfaction 
of preferences necessarily precludes any judgment concerning the intrinsic 
merit of the goods that are produced. The market “does not regard any 
one individual’s preferences as less worthy [or less legitimate] than anyone 
else’s, as long as one can pay for one’s own satisfactions ... [the market 
reduces preference] to mere matters of taste, about which it is pointless to 
dispute” (Anderson 1990, p. 183). The justification “because I want it” is 
sufficient. The possible result that Worldwide Wrestling is more profitable 
than opera, because of individual preferences, is of no concern to the mar- 
ket. As Michael Sandel puts it, “market reasoning also empties public life 
of moral argument. Part of the appeal of markets is that they don’t pass 
judgment on the preferences they satisfy. ... They don’t discriminate 
between admirable preferences and base ones” (Sandel 2012, p. 14). 

Satisfying consumer preferences is desirable only if one regards the indi- 
vidual as the fundamental unit of society, as the market does. The effi- 
ciency of the market is consistent with the primacy of the individual and 
the liberty and freedom associated with it. Those who reject the individual 
as the fundamental unit of society will necessarily object to the market 
results. Those who believe that the common good, however defined, takes 
precedence over the wants of the individual will not endorse the mar- 
ket system. 

Firms succeed when they satisfy consumer preferences. The market 
responds to consumers’ wants, not their needs. Peoples’ preferences 
“count” in the marketplace only if they have income to pay for them. This 
effectively eliminates those without income from the market. Insofar as it 
is desirable for all consumers to “count,” this is a type of market failure. 
“[W illingness to pay for a good does not show who values it most highly. 
This is because market prices reflect the ability to pay as well as the willing- 
ness to pay” (Sandel 2012, p. 31). 
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The market perception of the individual and the concept of the dignity 
of the individual are two conflicting views. One would correctly conclude 
that the market does not respond to or reflect individual human dignity. 
To do so would require a response to need rather than to want. The mar- 
ket, therefore, cannot directly promote a goal that incorporates notions of 
human dignity and an option for the poor. 

The way we measure how well the economy is functioning reveals the 
dichotomy between market economics and Jewish economic justice, effi- 
ciency and equity, individual preference, and common good. When we 
measure economic well-being, we look at GDP, gross domestic product— 
the dollar value of goods and services a nation produces. As of July 2019, 
GDP in the United States was about $21 trillion.’ 

It does not matter what is produced—schools, books, guns, roads, pet 
rocks, or beer. Strong growth in GDP is considered desirable; slow or 
negative growth is cause for concern. Note the irony—if everyone gave up 
smoking, fewer cigarettes would be sold, employees at Philip Morris 
would lose their jobs, and doctors who treat lung cancer would have fewer 
patients. All else equal, that would tend to decrease GDP, even though 
most people would probably agree that we are better off when people quit 
smoking. Economists have taken issue with GDP as a measure of eco- 
nomic well-being since the 1970s. Alternatives have been proposed, but 
none has yet been adopted as an official measure (e.g., see Fox 2012 and 
Costanza et al. 2009). Most recently, Gene Sperling has proposed a mea- 
sure of “economic dignity” to gauge how well the economy is doing. He 
argues that economic dignity should be “the singular end goal for economic 
policy and basis for policy prioritization” (Sperling, emphasis in the origi- 
nal). This would include affordable health care and a living wage. 

One of the most significant criticisms of the market is its inability to do 
justice. As Alan Blinder characterizes it, “a literally free market shows no 
mercy” (Blinder 2018, p. 156). He continues, “If there is to be mercy, it 
must be imposed from the outside—which is why governments in all capi- 
talist countries redistribute income to some extent” (Blinder 2018, 
p. 156). Much of the inequality in the income distribution, with a large 
disparity between the wealthiest and the poorest, is a result of the market. 
Median household income in 2017 was about $61,000, but the distribu- 
tion of income was severely skewed.* In 2017, the highest quintile earned 
over half of the nation’s income." 

The difference between CEO and average worker compensation 
informs this disparity. A recent study found a range of 133 to 5908 in the 
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ratios of CEO to average employee compensation among publicly traded 
companies (Gelles 2018). “A Walmart employee earning the company’s 
median salary of $19,177 would have to work more than a thousand years 
to earn the $22.2 million that Doug McMillon, the company’s chief exec- 
utive, was awarded in 2017” (Gelles 2018). 

The data are more nuanced than the summary statistic reveals (e.g., 
executive compensation may include stock options and other perks). But 
even if one compares salary to salary, the numbers still show a large dispar- 
ity (Gelles 2018). One would expect an executive to earn more than an 
average employee because executives typically are better educated and 
have more experience and responsibilities. To some extent, this is reflected 
in the market determination of wage. But is the extreme disparity explain- 
able and justified? 

That certainly depends on what causes the income inequality, as well as 
an individual’s/society’s goals and values. One of the most contentious 
issues is opportunity. Regardless of where a person starts out, what oppor- 
tunities are available to move up into a higher income bracket? On this 
question, economists N. Gregory Mankiw and Joseph Stiglitz disagree 
strongly. “[I]n America, the chances of someone’s making it to the top, or 
even to the middle, from a place near the bottom are lower than in the 
countries of old Europe or in any other advanced industrial country” 
(Stiglitz and Bilmes 2012). Mankiw offers a different perspective on 
opportunity. “[B]y contrast, the educational and career opportunities 
available to children of the top 1 percent are, I believe, not very different 
from those available to the middle class” (Mankiw 2013, p. 26). 


JEWISH SOCIAL ETHICS 


When discussing the Jewish tradition’s approach to economics, what we 
are really considering is how we are commanded to live our lives and why. 
In Is the Market Moral: A Dialogue on Religion, Economics and Justice, 
Rebecca Blank writes, “religious traditions have always had much to teach 
us about the moral underpinnings of economic systems and the practical 
rules for making an economy good and just ...” (Blank, p. 1). The Jewish 
tradition’s approach to economics does just that. 

Repeatedly, Jewish texts command the Jewish community to think of 
others, the polar opposite of how economists believe people would natu- 
rally act. Jews are commanded to act with chesed, loving kindness. “For 
there will never cease to be needy ones in your land, which is why I 
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command you: open your hand to the poor and needy kinsmen in your 
land” (Deuteronomy 15:11). “That which is hateful to you, do not [do] 
unto another; This is the whole Torah. The rest is commentary—[and 
now] go study” was Hillel’s response when asked to sum up all of Judaism 
while standing on one foot (Philogos 2008). 

“Chesed is an act of compassion extended without a motive of self- 
interest” (Schwartz, p. 64) and is certainly in direct contrast to the prin- 
ciples of market economics. Why should Jews act compassionately? One 
reason is to imitate God’s virtues. “[J]ust as God extends compassion to 
all humanity, so, too, must Jews practice chesed in every human interac- 
tion” (Schwartz, p. 65). Another reason is that human persons are all cre- 
ated Ltzelem Elohim, in the image of God (Genesis 1:26), which entitles 
all people to be treated with respect and dignity. 

God created the world but did not complete it. So when people pro- 
duce things, they are partners with God in the ongoing act of creation 
(Siegel, p. 338). People should delight in creation because it comes from 
God. “One who benefits from his own labor is greater than one who finds 
heaven” (Berachot 8a). But there is another dimension to creation and 
people’s connection to God. Because God owns what he has created, it 
does not belong to humans to keep. Acknowledgment of God’s sover- 
eignty requires people to share their creation with others, specifically the 
poor and the vulnerable. To do so honors God. 

While Jewish tradition requires being mindful of the plight of the less 
fortunate, it does not call for living simply and humbly. On the contrary, 
accumulation of goods is accepted. “Mainstream Judaism saw man’s mate- 
rial welfare as a reward from Heaven, a gift from the Deity, and therefore 
something not intrinsically bad, but rather to be valued and prized” 
(Tamari 1998, p. 30). In fact, one might assert that accumulation of mate- 
rial goods is not only accepted but actually encouraged. Rosh Hashanah 
(Jewish New Year) greetings include a wish for a happy, healthy, and pros- 
perous New Year. The prayer announcing the new month, bracha hahodesh, 
asks God for many things in the coming month: long life, a peaceful life, 
and hayim shel osher v chavod. Grant us a life of abundance and honor.’ 
This prayer seems completely consistent with the economic notion of 
strong greed. The distinction from market economics is that this petition 
to God is juxtaposed with a concern for others, with numerous command- 
ments to care for those in need. And that word, need, is conspicuously 
absent from most forms of economic market analysis. 
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Wealth can be considered a blessing from God (Siegel, p. 337). For 
example, when Abraham sends his servant in search of a wife for his son 
Isaac, the servant said to Laban (Rebecca’s brother), “The Lord has greatly 
blessed my master, and he has become rich: He has given him sheep and 
cattle, silver and gold, male and female slaves, camels and asses” 
(Genesis 24:35). 

In fact, abundance can also be considered a reward from God, as the 
language in part of the Shema prayer, recited several times each day, indi- 
cates. “If you will earnestly listen heed the mitzvoth I give you this day, to 
love Adonai your God and to serve God with all your heart and all your 
soul, then I will favor your land with rain at the proper season, in autumn 
and in spring, and you will have an ample harvest of grain and wine and 
oil. I will assure abundance in your fields for your cattle. You will eat to 
contentment” (Deuteronomy 11:13-15). 

Jewish tradition teaches that people have two competing inclinations or 
impulses, yetzerim.’ Yetzer harah—the bad inclination—is what causes 
people to act in their own self-interest. It might be considered as the basis 
for the economic model of strong greed. Yetzer hatoy, the good inclina- 
tion, the spiritual and virtuous side (Ohrenstein, p. 50), is what inspires 
people to act with passion and loving kindness (chesed v’rachamim). These 
two inclinations are in constant conflict. Yetzer harah, the mundane and 
vicious side, gives people the drive to succeed, to compete, and to inno- 
vate. “But for the evil desire (yetzer harah), no man would build a house 
or take a wife and have children or buy and sell in business” (Bereshit 
Rabbah 9:7). When people work hard, take risks, and invent, when driven 
by yetzer harah, then more goods are produced—which is pretty much 
what Adam Smith had in mind with his invisible hand. 

Market economics stops with yetzer haral, Judaism tempers yetzer 
harah with yetzer hatov. There is nothing wrong with profits and wealth 
accumulation, as long as people act with mercy and justice, looking out for 
the needs of the weak and vulnerable. 

While there is overriding concern for the community in the Bible and 
other Jewish texts, and a general emphasis on “do unto others,” there is 
quite a bit of “practical” economics there too, a recognition that the yetzer 
harah is likely to surface. It should not be surprising to find economics in 
the Jewish tradition. “The teaching of Judaism is the theology of the com- 
mon deed. The Bible insists that God is concerned with everydayness, with 
the trivialities of life ... in how we manage the commonplace. The proph- 
et’s field of concern is not ... the mysteries of heaven ... but the blights of 
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society, the affairs of the marketplace [my emphasis ]” (Heschel, p. 102). 
There is considerable explicit economic analysis in Jewish texts. A discus- 
sion of three of them—the role of profit, people’s responding to incentive, 
and how to define poverty—follows. 


Profit 


Profit was not considered “evil” (Siegel, p. 337). The rabbis recognized 
that profit must be high enough so that merchants would have sufficient 
incentive to produce and sell (Dorff 1986, p. 35). Profit “serves as a 
motive for the creation of wealth” (Siegel, p. 340). There is nothing 
intrinsically wrong with a firm seeking profit, just not to excess. The rabbis 
imposed a limit of one-sixth (about 16.6%) on profit for necessities such as 
food and housing to ensure that all could afford the necessities of life 
(Dorff, p. 35). This is based on the biblical verse, “When you sell property 
to your neighbor, or buy any from your neighbor, you shall not wrong 
one another” (Leviticus. 25:14).° This is sufficiently high to provide 
enough return to the seller so that he/she has incentive to remain in busi- 
ness and sufficiently low as to make price affordable to the consumer. How 
does this profit ceiling of one-sixth apply today? 

According to data from New York University Professor Aswath 
Damodaran, profit by industry sector (defined by the net margin!) ranged 
from -5.9% (precious metals) to 50.93% (transportation—railroads), with 
a sector average of 8.89%, as of January 2019." Only 13 industry sectors 
(of about 90), most in banking and financial services and technology, 
earned a profit above the rabbinic ceiling of about 16.66%." 

In particular, in 2019, net profit margins in eight industries that might 
be included in goods and services the rabbis considered to be necessities 
did not exceed the rabbinic ceiling of 16.66% (see Table 1.1).'* Because 
profit margins can be measured in various ways, the methodology and 
metric can significantly affect the numbers. For example, AARP reports 
profit margins for three major pharmaceutical companies, which certainly 
should be considered as producing “necessities,” between 20% and 30% 
(Marsa, p. 12).!* 


Prosbul 


Every seven years is a sabbatical year in the Jewish calendar. At the end of 
every seventh year, debts were to be cancelled; “Every seventh year you 
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Table 1.1 Net profit margins for select industries 


Industry Net margin (%) 


Drugs (Pharmaceutical) 10.94 
Education 6.81 
Food (Wholesale) 2.05 
Health Care Products 5.80 
Health Care (Support Services) 2.46 
Homebuilding ZA9 
Hospital/Health Care Facilities 0.78 
Retail (Grocery and Food) 2.85 


Source: http: //pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/margin.html; — http:// 
pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/margin.html 


shall practice remission of debts” (Deuteronomy 15:1). Part of the pur- 
pose of remission of debts was to ensure a more even distribution of 
income. It applied to loans to the poor rather than commercial loans.!® 
Obviously, this was a great benefit to the poor farmer or baker. But what 
about the perspective of the person making the loan? Would the promise 
of God’s blessing would be sufficient for him to actually make a loan as the 
sabbatical year approached? Aware of the possibility that people would be 
reluctant to make loans close to that time for fear of not being repaid, the 
Bible continues, “Beware lest you harbor the base thought: “The seventh 
year is approaching,’ so that you are mean to your needy kinsman and give 
him nothing. He will cry out to the Lord against you, and you will incur 
guilt. Give to him readily and have no regrets when you do so, for in 
return the Lord your God will bless you in all your efforts and in all your 
undertakings” (Deuteronomy 15:9-10). 

People responded by making fewer loans as the sabbatical year 
approached (Ohrenstein, p. 11)—that is, they responded to incentives and 
acted in their own best interest. Ironically, though not surprising to an 
economist, a system designed to help the less fortunate—forgiving debts— 
became a system that put them at a disadvantage—fewer or no loans at all. 
This is a perfect example of why economists are skeptical of “quick fixes” 
that appear to make sense on the surface. Economists search for all of the 
consequences, short and long terms, of public policy. On the surface, it 
might seem hard-hearted to oppose forgiveness of debts. But if that results 
in fewer or no loans, as most economists would predict, then it really is not 
a compassionate solution. It turns out that the rabbis were actually pretty 
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good economists, aware that “love thy neighbor” would not necessarily 
overrule the tendency to act in one’s own interest. 

So what happened? Hillel invoked the concept of K’vod Hatzibbur, 
translated as “the dignity of the congregation.” “Jewish law, faced with a 
valid and pressing need, has re-interpreted the law, even where it contra- 
venes a Bibilical commandment” (Blumenthal, pp. 268-269). Hillel 
devised a solution called a prosbul, which allowed a lender to transfer the 
debt to the court itself and thereby empowered the court to collect the 
loan.'© The court essentially had power of attorney (Novak, p. 213). This 
left the law technically intact but allowed for lenders to once again make 
credit available to the poor without taking on unwarranted risk for them- 
selves (Dubner and Levitt). In this solution, Hillel was acting for the sake 
of tikkun olam, repairing the world (Novak, p. 213). 

The Bible goes even further in addressing this kind of inequality. Every 
49 years was to be a year of jubilee. “You shall proclaim release through- 
out the land for all of its inhabitants. It shall be a jubilee for you: each of 
you shall return to his holding and each of you shall return to his family” 
(Leviticus 25:10). Land would be returned to its original owner, and 
slaves would be freed. 

“This is not so much a matter of redistribution, but rather one of creat- 
ing level playing field for each generation, so that material advantages 
acquired through one generation’s accumulation of wealth are not handed 
down” (Wilson 1997, p. 29). Scholars of the economics of poverty talk 
about the “cycle of poverty,” how children born into poverty often end up 
as poor adults. The jubilee year can be considered a way to break this 
cycle, to make sure that every 49 years everyone starts again at the same 
starting line. 


Poverty 


There are many programs in the United States designed to assist people in 
poverty. SNAP (Supplemental Nutritional Assistance Program, formerly 
and more commonly known as food stamps), Medicaid (health insurance), 
and subsidized housing are major examples. Eligibility for these programs 
is determined by a federal formula that establishes the official poverty line. 
In 2019, the poverty threshold for a family of four was $25,750.'7 
Measures of poverty are derived from a 1963 formula that is based on 
three times the cost of a basic diet.'® 
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Gross family income must be at or below 130% of the poverty threshold 
in order to be eligible for SNAP, about $34,000 for a family of four. °? Able 
bodied adults without dependents must meet certain work requirements 
in order to receive benefits beyond the three months in three years’ time 
limit.” 

Religious texts repeatedly command Jews to help the needy. In the sab- 
batical year, fields were to lie fallow, and whatever grew naturally was to go 
to the public, in particular the needy (Brandow). “In the seventh year you 
shall let (the land) rest and lie fallow ... let the needy among your people 
eat of it” (Exodus 23:11). 

“[Y]ou must open your hand and lend him sufficient to his needs” 
(Deuteronomy 15:8). “I command you: open your hand to the poor and 
the needy kinsman in your land” (Deuteronomy 15:11). Though there 
was some debate concerning whether “need” is subjective or objective,” 
need was determined to be a minimum subsistence,” and its determina- 
tion is somewhat similar to U.S. methodology. The Mishnah established a 
poverty line of 200 zuz for a husband and wife (Shapiro, p. 55). The for- 
mula is based on how much is required to provide basic needs, much as 
the SNAP formula does. Two hundred zuz is the equivalent to about 
$1714 in purchasing power today, about 10% of the 2019 poverty thresh- 
old for a two-person household.” Anyone earning more than 200 zuz was 
required to work and was not permitted to collect the crops in the fields, 
because they were not considered “needy.” This is a distinction from 
SNAP work requirements, which not only allow but require someone to 
work in order to be eligible for benefits. But both the Jewish and the 
U.S. policies depend on a definition of need based on what is necessary to 
a minimum standard of living based on food. 


CONCLUSION 


Market economics and Jewish social thought view society through differ- 
ent lenses. Market economists do not have “fair” and “just” in their 
vocabularies. They are concerned with efficiency—producing the most 
with the scarce resources that exist, producing the biggest pie possible, 
realizing that some people will not have what they need. The Jewish tradi- 
tion is based on compassion, justice, and righteousness. At the same time, 
Jews are not forbidden from accumulating goods and services nor acting 
in their own best interest. But these teachings are tempered by the com- 
mandments to act with mercy. 
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NOTES 


. Hillel was one of the greatest Jewish sages. He lived at the end of the first 
century BCE. For more about Hillel, see https://www.npr.org/tem- 
plates /story /story.php?storyId=129706379. 

. A minyan is the quorum required for public worship. Ten adults (older 
than 13) are required. In Orthodox Judaism, only men can be counted. In 
Conservative, Reform, and Reconstructionist Judaism, men and women 
count equally, so 10 women would constitute a minyan on their own. 

. https://apps.bea.gov/iTable /iTable.cfm?reqid=19 &step=2#reqid=19&s 
tep=2 &isuri=1&1921=survey. 

. https://www.census.gov/data/tables/2018 /demo/income-poverty/ 
p60-263.html, Table 1.1. 

. https://www.census.gov/data/tables /time-series/demo/income-pov- 
erty/historical-income-households.html, Table H2. 

. See Chap. 2, “What’s so Good about the Market” for a more complete 
analysis. 

. Rabbinical Assembly, Sim Shalom 1998, p. 150. 

. See Ohrenstein, pp. 49-53, for the text of the fable. The duality of human 
nature also appears in classical philosophy (see Plato’s chariot allegory in 
Phaedrus, sections 246a—254e), as well as some discussion of the Christian 
concept of original sin (see Dionne 2018). 

. The Jewish concept is ona’ah, which literally means “over-reaching.” For a 

technical discussion of ona’ah, see https://www.jewishvirtuallibrary.org/ 

ona-x0027-ah. 

Net profit margin is defined as net income divided by revenue, where net 

income is typically defined as (revenue—cost of goods—operating 

expenses—other expenses—interest—taxes). 
http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ 
margin. html. 

These numbers vary significantly over time by industry, while the market 

average is consistently under 10% since 1999. For example, in 2001, the 

market average was 7.60%, and industry margins ranged for a high of 

34.97% (Financial Services) to a low of —51.07% (Internet). Comparable 

numbers in 2011 are 7.55%, 68.47% (Real Estate Investment 

Trusts—R.E.LT), -1.66% (Automotive). http://pages.stern.nyu. 

edu/~adamodar/New_Home_Page/datafile/margin.html. 

More recently, industrial organization economists tend not to use profit 

data because of their unreliability. I am grateful (as I have been for over 

40 years) to Lawrence J. White for pointing this out. 

AbbVie (29.9%), Pfizer (26.9%), Eli Lilly (22.0%), Bristol-Myers Squibb 

(20.9%). 


15. 
16. 
17. 
18. 


19. 
20. 


21. 


22. 


23. 
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Rabbinical Assembly, Etz Hayim, commentary on verse 1, p. 1077. 

See also Rabbinical Assembly, Etz Hayim, commentary on verse 9, p. 1078. 
https: //aspe.hhs.gov/poverty-guidelines. 

https: /www.census.gov/topics /income-poverty/poverty /about/history- 
of-the-poverty-measure.html The formula is based on the one-third of 
income that was required for a basic, nutritious diet in 1963. It remains 
basically unchanged even though that percent is significantly lower today, 
so the threshold is significantly too low. 

https: //eligibility.com/food-stamps. 

https: //eligibility.com/food-stamps/do-the-employment-require- 
ments-for-eligibility-apply-to-everyone Legislative efforts to toughen 
the work requirements were not successful in 2018. The Department of 
Agriculture is proposing regulatory changes to increase work requirements 
https://www.npr.org/2018/12/20/678593200/sidestepping-con- 
gress-trump-administration-proposes-more-work-rules-for-food-sta). 
https://www.npr.org/2018/12/20/678593200/sidestepping-con- 
gress-trump-administration-proposes-more-work-rules-for-food-sta). 

See Ohrenstein, pp. 164-167 and Sherwin, pp. 87-88, for a discussion of 
need as subjective and individual so that someone from a “good family” 
who becomes poor needs more than a person who was always poor. “Ifa 
person (who was rich) has become poor and requires public assistance, if 
he had been used to vessels of gold (to eat and drink from), then give him 
vessels of gold; if of silver, then give him vessels of silver.” 

This is based on the verse “you are required to maintain him but not to 
enrich him” (Keth. 67b). See Ohrenstein, p. 167. 

https: //eligibility.com/food-stamps Shapiro makes this calculation based 
on how much bread 200 zuz would buy and the price of bread in 1983 and 
calculates an equivalent of $666 in 1983 dollars. I adjusted that for infla- 
tion since 1983 for the 2019 equivalent using https://www.dollartimes. 
com/inflation /inflation.php?amount=10000&year=1983. See Shapiro, 
especially p. 56, for a description of his methodology. 
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CHAPTER 2 


What’s So Good About the Market? 


Abstract This chapter is an introduction to market economics—the role 
of price, market failure, and the trade-off between efficiency and equity, 
with an emphasis on both the virtues and shortcomings of the market. I 
assert that it is far easier to understand what the market does wrong than 
what it does right. Price resolves the basic economic questions of what to 
produce, how to produce, and how to allocate goods and services. There 
is an appropriate role for government intervention in the market in 
instances of market failure, but there may be undesirable effects of govern- 
ment intervention at other times. 


Keywords Trade-off e Government ® Market œ Price 


INTRODUCTION 


In a world of poverty, injustice, and inequality, it is easy to condemn the 
market. It is far more difficult to understand and to appreciate the virtues 
of the market system. There are several possible reasons why this is so. 
Very little technical expertise is required to observe what the market does 
not do, or what the market does poorly, while a more sophisticated under- 
standing of economic theory is required to appreciate the virtues of the 
market. Some are uncomfortable with the basic premises of the market, 
even when it functions perfectly. There is often misunderstanding about 
what market is able to do and what it is not able to do. Under some 
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conditions, the market cannot function efficiently, and government inter- 
vention is required. And there are some things that the market, even under 
ideal conditions, is unable to accomplish. Any valid criticism of the market 
must first distinguish among these. In this chapter, I will offer both a 
defense of the market and an analysis of its shortcomings. 


How a MARKET WORKS AND THE ROLE OF PRICE 


“A market system is a form of economic organization in which resource 
allocation decisions are left to individual producers and consumers acting 
in their own best interest without central direction” (Baumol and Blinder, 
p. 50). As any introductory economics student will explain, an economic 
system must answer three questions: (1) What to produce? (2) How to 
produce? and (3) How to allocate what has been produced? A free market 
system answers these questions in the following way: (1) produce the 
goods and services that the consumers want, (2) produce those goods and 
services in the lowest cost manner, and (3) distribute the goods and ser- 
vices to the individuals who want them the most strongly. The one-word 
explanation as to how the market accomplishes all this is price, which 
serves three primary functions in the market: (1) it provides information; 
(2) it creates incentives to produce at minimum cost; and (3) it distributes 
income (Friedman and Friedman, p. 14). 

There are two basic premises regarding how economic actors behave: 
individuals maximize and respond to incentives. The market consists of 
demanders and suppliers; consumers demand goods and services, and pro- 
ducers supply them.! 

Consumers maximize utility, roughly defined as satisfaction. Utility 
depends on an individual’s preferences: movie lovers’ utility increases as 
they view more movies; ice cream lovers’ as they eat more Haagen Dazs. 
Regardless of particular preferences, consumers respond to the Law of 
Diminishing Marginal Utility. Diminishing marginal utility tells us that as 
consumption increases, utility increases at a decreasing rate; the utility of 
consuming the third slice of pizza is less than the utility of the second. 
Therefore, consumers are willing to pay less for each successive slice. This 
law translates into a downward sloping demand curve—as price increases, 
quantity demanded decreases. When the price of candy bars is $1, we expect 
people with a sweet tooth to demand more candy than when the price is $2. 

Firms maximize profit, the difference between revenue and cost. Costs 
include both costs of production, such as labor, raw materials, utilities, 


2 WHAT’S SO GOOD ABOUT THE MARKET? 19 


interest payments, as well as opportunity cost, the value of the firm’s next 
best alternative. If costs are held constant, profits increase as price increases, 
which translates into an upward sloping supply curve—as price increases, 
quantity supplied increases. When the price of candy bars is $2, we expect 
firms to supply more candy than when the price is $1. 

Friedman uses the example of the production of pencils to illustrate the 
role of price as an incentive to produce in the lowest cost way. “Suppose 
one kind of wood becomes scarcer and therefore more expensive than 
another. The pencil manufacturer gets that information through a rise in 
the price of the first kind of wood. Because his income, too, is determined 
by the difference between sales receipts and costs, he has an incentive to 
economize on that [more expensive] kind of wood” (Friedman 
and Friedman, pp. 18-19). 

It may seem logical that low prices are good for consumers, and high 
prices are good for producers, and vice versa. But it is not necessarily true, 
because that is only one part of a more complex process. 

Given the choice of paying $50 for a pair of shoes or $70 for that same 
pair of shoes, any rational consumer will choose the former. Similarly, any 
producer would prefer to sell a pair of shoes for $70 instead of selling that 
same pair of shoes for $50. But neither of these alternatives offers realistic 
options. 

Begin with an equilibrium price of $70 for these shoes. What happens 
when the price is lowered to $50 independent of the signals of the market? 
The shoe producer is no longer earning an adequate profit on the shoes 
and will not produce as many as when the price was $70. Consumers who 
are willing to buy shoes at a price of $50 (more than the number of con- 
sumers than when the price was $70) find that there are not enough shoes 
to be bought. The right question is not “does the consumer prefer to buy 
shoes at a price of $50 or $70?” Instead, the correct question is whether 
the consumer prefers to buy fewer shoes at a price of $50 or more shoes at 
a price of $70. Similarly, it is inaccurate to ask whether the producer pre- 
fers to sell shoes at $70 or $50. The producer will be able to sell more 
shoes at $50 than at $70, so the correct question is whether the producer 
prefers to sell more shoes at $50 or fewer shoes at $70. 

How does price convey information? Suppose an e-coli scare decreases 
the demand for a lettuce, which decreases the equilibrium price. Lettuce 
growers will respond to the decrease in price by supplying less lettuce, a 
good thing for society if the e-coli causes it to be a health risk. Do the 
firms need to know that it was the e-coli scare that caused the equilibrium 
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price to decline? Would they react any differently if they did? The answer 
to both questions is no. This example illustrates one of the ways in which 
the market transmits information at minimal cost; it makes only the neces- 
sary information available to the economic actors who need to know. 

The market rewards individual selfishness. At first, this may appear to 
be something negative, especially because in rewarding selfishness the 
market encourages this type of putatively undesirable behavior. Therefore, 
it is necessary to understand how the market rewards selfishness and the 
consequences for society of such rewards. One person’s selfish behavior is 
rewarded in so far as he/she satisfies the wants of another.’ Is it taking 
advantage of someone to offer him/her what he/she wants for the price 
he/she is willing to pay? A free market advocate would respond that such 
behavior is desirable; the better one meets the wants of another, the higher 
is his reward (Gordon and Schearmur, p. 42). In the context of free mar- 
ket exchange, taking advantage, certainly a term with negative connota- 
tions, instead means to “respond to another’s demand. Benefiting oneself 
by providing what others want is the raison d'étre of the market” (Gordon 
and Schearmur, p. 44). 

In a market economy, both sides to a transaction benefit, each acting to 
further its own best interests. Both sides enter into the transaction volun- 
tarily; no force or outside authority is necessary to complete the trade. The 
commonly held belief that one party is taking advantage of the other by 
charging a price for a good or service someone wants and is willing to pay 
for is therefore rendered false. This conclusion follows from the fact that 
both economic agents are engaging in voluntary behavior. In a market 
transaction, no one benefits at the expense of the other, because if either 
party did not consider himself/herself better off as a result of the eco- 
nomic transaction, he/she would not enter into it in the first place.’ 

The signals and rewards of the market lead a self-interested person to 
wake up in the morning and produce not what he wants, but what others 
want. “Not in the quantities he prefers, but in the quantities his neighbors 
prefer. Not at the price he dreams of charging, but at a price reflecting 
how much his neighbors value what he has done” (Buchholz, pp. 21-22). 
The market automatically causes “self-interested Johns to satisfy strangers. 
No central planner need call, no taskmaster need coerce” (Buchholz, 
p. 24). What other incentive could function as well as a reward for effort? 
“{Something] unreliable, like altruism; some[thing] perilous, like collec- 
tive loyalty, some[thing] intolerable, like coercion or oppression?” (Okun, 
p. 119). None of these alternatives will work as well as price, either because 
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they are not consistently part of human nature or because they are not 
voluntary. 

The substitute of a central planner, in most cases some form of govern- 
ment, cannot accomplish what the market can. Central planners make 
decisions according to one of three criteria: “according to their own pref- 
erences, their idea of what is right for society, or their perceptions of the 
preferences of the population” (Schotter, p. 43). All of these alternatives 
contradict the notion of the individual as the fundamental unit of society, 
usurping the sovereignty of the consumer. The last alternative is clearly 
inefficient because no one is more knowledgeable about his/her own pref- 
erences than the individual himself/herself. Nothing can elicit necessary 
information as efficiently as the price system. 

Self-interest is more powerful than altruism. Such help often comes in 
the form of small gestures over a finite period of time in which specific 
need can be identified, which the philosopher David Hume calls “limited 
altruism” (Buchanan, p. 18). Although there are certainly instances where 
people respond generously to the needs of strangers, as in donations in 
time of natural disasters, for most people, such help is limited in duration. 

For example, there were over 30 natural disasters in the United States 
in 2017 and 2018, causing over $1 billion in damage (Bergdoll et al. 
2019). A University of Indiana study found that “Approximately 30 per- 
cent of U.S. households made a disaster-related donation in 2017 (31 
percent) and in 2018 (29 percent).” But in 2018, “(only) about 5 percent 
of U.S. households donated to provide continued support for disasters 
that occurred in 2017, and another nearly 3 percent donated to support 
aid efforts for disasters that occurred prior to 2017” (Bergdoll et al. 2019). 

The April 15, 2019 fire that destroyed parts of Notre Dame Cathedral 
provides another example. Only four months after the fire, donors had 
pledged about $950 million, much within days of the fire (Walt 
2019, p. 37). 

“(T]he irony is not lost on Notre Dame’s staff and supporters, who for 
years had struggle to raise money for even urgent repairs” (Walt 2019, 
p. 37). For two years before fire, they raised only $4 million, “including a 
four-year restoration of the now destroyed spire” (Walt 2019, p. 37). 
Some believe that if they had been able to raise more funds and make 
needed repairs, the damage from the fire would not have been so severe 
(Walt 2019, p. 37). 

Consider too that real expenditures, at times considerable, are required 
to attract people to participate in these efforts. There is a cost to 
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communicating a particular problem, raising the money or needed goods, 
and distributing them. Among the largest U.S. charities, the average cost 
of raising $1 was 11 cents (Barrett). 

When people act out of true feelings of altruism, they experience noth- 
ing in return for their good deeds. Studies have shown that although some 
are motivated to give out of pure altruism, others give to obtain tax ben- 
efits or to enhance their social status (Faculty). The term “warm-glow 
giving” describes this type of motivation to donate or help in other ways. 
These include “social pressure, sympathy, guilt, or the desire to earn pres- 
tige and respect” (Fernandez). 

Some consider altruism to be like any other commodity in the sense 
that it is scarce and can be used up. “[M oral sentiments (such as altruism 
or civic duty) are scarce resources that are depleted with use. Markets, 
which rely on self-interest, spare us from using up the limited supply of 
virtue” (Sandel, p. 126).* 

The market is the most effective way to collect and disseminate infor- 
mation necessary for decision making in the market. “The competitive 
market is an extremely efficient information procession device that allows 
individually scattered bits of local information known only to specialists to 
be exchanged at minimal cost in order to coordinate social activity effi- 
ciently” (Schotter, p. 41). 

Price serves as the signal to both producers and consumers. Price 
attracts resources to the production of goods that consumers demand. 
Consider this example: 

Suppose I produce the most delicious tomato soup, with $5 worth of 
fresh, organic tomatoes in each batch. I set a price of $10 per serving, but 
no one is willing to buy them, and I go out of business. Apparently, no 
one thinks this soup is worth $10. And the invisible hand 
applauds—why? 

I am charging too much for a good nobody wants and using up a 
resource, the organic tomatoes, that could have been used to produce 
something that consumers do want. Ifinstead, I use the tomatoes to make 
organic pizza sauce and charge $10 a serving, I can earn $5 profit a batch. 
If I raise the price, I would likely lose customers to rivals charging less. If 
there are no rivals, then it is likely that firms will enter this profitable busi- 
ness, which will bring down the price.* 

The strength of the market as a mechanism for disseminating informa- 
tion in the most efficient manner has its foundation in the individual as the 
basic unit of society. “An individual is the world’s foremost expert on what 
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she wants. Nobody knows better; nobody else can better judge the effects 
of alternative choices on her achieving what she wants. Therefore, people 
should look after their own interests. If all sought to do the ‘public good,’ 
they would have to know as much about everyone else as themselves” 
(Buchholz, p. 30). 

What keeps consumers from offering too low a price and producers 
from selling at too high a price? A consumer who is willing and able to pay 
$1 for a candy bar may find that producers are not willing to supply suffi- 
cient candy bars at that price. There is an incentive for consumers to offer 
a higher price. What keeps producers from selling at too high a price? 
Similar logic indicates that some producers who are willing to sell candy at 
$2 may not be able to find a buyer at that price; they are left with unsold 
candy. There is an incentive for producers to sell at a lower price. Eventually, 
the price at which producers are willing to sell equals the price at which 
consumers are willing to buy—the equilibrium price. At the equilibrium 
price, say $1.50, all consumers who are willing and able to buy candy at 
$1.50 can do so, and all producers who are willing to sell candy at $1.50 
can do so. There is no incentive for either the buyer or the seller to change 
behavior. 

Notice the language—all consumers who are willing to pay $1.50 for a 
candy bar can. Some consumers do not feel that a candy bar is worth 
$1.50; accordingly, these consumers will not purchase a candy bar at a 
price of $1.50. 

At a price of $1.50, there may be some consumers who are unable to 
buy a candy bar, most likely because of inadequate income. The language 
of market analysis that the market satisfies consumers’ wants, as opposed 
to their needs, is crucial. The mechanism of equilibrium, via price, does 
not guarantee that everyone gets what they need. In the case of the candy 
bars, there is not much of a problem. But if the example were insulin or a 
winter coat or heating fuel, many would decry the market as unfair and 
demand a non-market solution. The proposed solution often comes in 
the form of price controls—a mandated price below equilibrium that is 
considered fair and that will allow all who need the good to be able 
to buy it. 

But decreasing price is not necessarily good for the consumers who can- 
not afford the good at the equilibrium price. As price is lowered below 
equilibrium by fiat, say to $1.25, two things happen. Consumers will 
demand more candy bars (the Law of Demand), and producers will supply 
fewer. At the fairer, below equilibrium price, some consumers who are 
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willing to buy candy bars at $1.25 will be unable to do so, because at a 
price of $1.25, fewer candy bars are for sale. When price is lowered to 
$1.25, independent of the signals of the market, the candy bar producer is 
no longer earning an adequate profit on candy bars and will not produce 
as many as when the price was $1.50. More candy bars cannot be bought 
because more are not being produced. 

Sellers are sometimes accused of price gouging when they increase 
prices in the wake of increased demand that follows natural disasters. Take 
the example of recent wildfires in California, which destroys countless 
homes. After the fires, the demand for building materials increases because 
people want to rebuild their homes. In response to this increased demand, 
the price of building materials increases. Suppliers are accused of cruelly 
price gouging, an unethical practice that inflicts further pain and suffering 
on those already affected by the fires. How could an economist argue that 
these price increases benefit society? 

The increase in price is a signal to those who are interested—in this case 
the consumers wishing to reconstruct their homes and the builders who 
are selling the materials—that the building materials are scarcer and hence 
more valuable than they were before the fires. As the price increases, those 
homeowners who might have otherwise purchased these materials to 
make a minor repair, such as a crack in a patio, are likely to postpone the 
purchase until the prices decline, which frees up that material to those who 
want it more, to reconstruct homes that were actually destroyed. As the 
price increases, suppliers of the material have an incentive to bring more 
supplies to market—not because of altruistic feelings for those who are 
homeless, but because they stand to make a profit. 

There are not enough building materials supplied at the pre-fire price 
to satisfy the increase in demand. At the higher price, all consumers who 
are willing and able to make a purchase at that price can. It is beneficial to 
society for the marginal consumers, those with less desperate desire, to cut 
back on consumption and for suppliers to bring more building materials 
to market—an increase in price accomplishes both of these things. If, out 
of a feeling of justice, the government had mandated that the prices of 
building materials remained at the pre-fire level, neither of these results 
could or would have occurred. There would still have been a shortage of 
building materials. Lowering the price does not solve the problem of 
excess demand; no more goods are available as a result.® 

Under price controls, an alternative method of allocating the scarce 
resource must be found. These may include rationing, first come first 
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served, or a black market. When price is not determined in the market, 
such as when there is ticket scalping, the rewards may be earned by a third 
party and not the producer. N. Gregory Mankiw describes this phenom- 
enon in his article about purchasing tickets for Hamilton for $2500 each 
(Mankiw). 

In its role as distributor of income, price creates an entire class of peo- 
ple who do not have the very basics in human necessities of food, shelter, 
education, and medical care. Those who produce goods and services most 
highly valued in the economy are the most richly compensated; in the 
market, that compensation is determined independent of need. The func- 
tion of allocation of income cannot be separated from price. “If what a 
person gets does not depend on the price he receives for the services of his 
resources, what incentive does he have to seek out information on prices 
or to act on the basis of that information? If prices are prevented from 
affecting the distribution of income, they cannot be used for other pur- 
poses” (Friedman and Friedman, p. 23). 


Wuat Is WRONG WITH THE MARKET? 


If the market works so wondrously, why would anyone, even economists, 
criticize it? Shortcomings of the market typically fall into one of three cat- 
egories: market failure, disagreement with the basic premises, and social 
justice. 

The market achieves an efficient outcome only when certain conditions 
are satisfied. When they are not, a situation of market failure results, and 
government intervention is required to achieve an efficient outcome. 
Externalities, public good, and market power are the primary causes of 
market failure. Only externalities have a direct application to policy issues 
discussed in later chapters. A brief discussion of public goods and market 
power can be found in the Appendix to this chapter. Even when the mar- 
ket outcome is efficient, some basic premises of the model may be ques- 
tioned. Finally, an efficient market outcome is not just. 


Externalities 


Externalities are sometimes known as unintended, or spillover, effects. 
When an individual decision maker does not incur all of the costs or ben- 
efits of his/her decision, the result is inefficient. Pollution is a common 
example of a negative externality. A paper firm pays for the inputs used in 
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the production of its final product and includes these costs of production 
in its determination of the profit maximizing level of output. It also pro- 
duces air pollution, which has negative health effects on local inhabitants. 
The paper firm does not pay for these negative effects, and it therefore 
produces more pollution (a by-product of its paper production) than is 
efficient.” 

There are two basic alternatives to correct the problem. The govern- 
ment can adjust the market so that the firm incurs the cost of pollution; 
this policy is known as internalizing the externality. Such policy is usually 
accomplished via taxes, which raise the cost of paper production, causing 
a profit maximizing (cost minimizing) firm to decrease production of its 
output and concurrently decrease pollution. An alternative and more 
common policy is for the government to mandate the desired level of pol- 
lution and to impose fines if the firm does not comply. Banning smoking 
or single-use plastic bags are examples. In the latter case, it is less likely 
that the efficient level of production (both of the output and pollution) 
will be achieved. There can also be positive externalities, where one per- 
son’s actions have an unintended, positive effect on others. Vaccination is 
an example. People typically get vaccines to protect their own health with- 
out taking into consideration that their immunity benefits others. 


Problems with the Basic Premises 


Satisfying consumer preferences is desirable only if one regards the indi- 
vidual as the fundamental unit of society, as the market does. Those who 
believe that the common good, however defined, should take prece- 
dence over the wants of the individual will not endorse the mar- 
ket system. 

The market perception of the individual and the concept of the dig- 
nity of the individual are two conflicting views. One would correctly 
conclude that the market does not respond to or reflect individual 
human dignity. To do so would require a response to need rather than 
to want. The market, therefore, cannot directly promote a concept of the 
common good that incorporates notions of human dignity and an option 
for the poor. 

The combination of the sanctity of the individual and the satisfaction of 
preferences necessarily precludes any judgment concerning the intrinsic 
merit of the goods that are produced. The market “does not regard any 
one individual’s preferences as less worthy [or less legitimate] than anyone 
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else’s, as long as one can pay for one’s own satisfactions ... [the market 
reduces preference] to mere matters of taste, about which it is pointless to 
dispute” (Anderson, p. 183). The justification “because I want it” is suf- 
ficient. The possible result that Worldwide Wrestling is more profitable 
than opera, because of individual preferences, is of no concern to 
the market. 

The market satisfies consumer wants, not consumer needs. If consum- 
ers want filet mignon, and can afford it, then the market will direct 
resources toward the production of filet mignon even if there are people 
who are starving. Participants in the market are defined to be those with 
preferences and income, which excludes a significant portion of the popu- 
lation. This result is consistent with the function of price as creating an 
incentive. There is a higher reward to resources that satisfy consumer 
wants, preferences that are backed by income, than consumer needs, 
which may not be rewarded at all. High-end hotels in Philadelphia that 
offer room service to guests’ dogs provide a dramatic example. “(At the 
Rittenhouse) Dog owners can choose from five entrees, including beef 
and bean stew for $18, turkey ‘Mutt’loaf’ for $16, and ‘Mutt’za balls’ for 
$14 that are made with organic chicken and brown rice” (Steele). Across 
the street, a man sits homeless, begging for something to eat. 

This dichotomy between needs and wants is evident as well in the func- 
tion of price as distributor of income. In a market economy, workers are 
rewarded according to their contribution to production, which is valued 
at the market price, independent of any putative intrinsic worth. This is 
one reason that a home health care worker, who may be perceived as 
doing something more valuable than a lawyer, earns a considerably lower 
income.’ 

Distribution ofincome according to the marginal productivity theory is 
the antithesis of distribution according to need, so that those who may not 
need the additional income receive it, while those who may need it do not. 
Again, we see the role of price as creating incentive. If a worker’s income 
is determined by need, so there is no reward for working harder, taking 
risks, investing in education and training, there is no incentive to under- 
take any of these activities. This results in lower output, both quantita- 
tively and qualitatively. “The gap between the rewards to the winners and 
what is left to the losers must be very large. That is what incentives are all 
about” (Blinder 1988, p. 27).° 
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Justice 


Perhaps the gravest criticism of the market is its inability to do justice. The 
market results in inequality in the income distribution, with a large dispar- 
ity between the wealthiest and the poorest. In 2016, the average income 
of the lowest quintile was about $21, 000. For the highest quintile, it was 
$291,000, and for the highest 1%, it was $1.8 million.1° “An unfettered 
market system shows no mercy” (Blinder 1988, p. 27). 

Most economists readily concede this deficiency of the market. In the 
pursuit of efficiency—producing the most of what consumers want at the 
least cost—there is a trade-off with equity. It is impossible to reward effort, 
to create incentive when individuals act in their own self-interest, and at 
the same time to ensure a minimum standard of living for all in the com- 
munity within the framework of a free market. For when goods and ser- 
vices are allocated according to need, fewer goods and services are 
necessarily produced. More equity can be achieved only by sacrificing 
efficiency. 


CONCLUSION 


When certain conditions are met, the market is efficient; it produces the 
most goods and services at the lowest cost. It does so because producers 
and consumers respond to incentives. Firms produce the goods and ser- 
vices consumers want most strongly. “If the fundamental role of an econ- 
omy is to produce more of the things that people want, anything that 
conserves on the use of scarce resources is ipso facto desirable” (Blinder 
2018, p. 143). 

“The market also makes the most of society’s limited resources. A free 
market will assign the highest prices to the scarcest inputs, which will 
therefore be used sparingly by cost-conscious entrepreneurs. Items in 
abundant supply will be cheap, and hence use profligately. For the most 
part, that is how it should be” (Blinder 2018, p. 155). 

Price serves multiple functions in a market. When a good or service is 
not sold to the highest bidder, an alternative way of allocating the prod- 
uct, such as rationing or government mandate, must be used instead. 

But there is no question that there are winners and losers in a market 
economy. That is not only because there are limited resources, but more 
specifically because self-interested producers have an incentive to produce 
what consumers want. Only those who are able to participate in the 
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market, which means those who have income to back their preferences, 
can benefit from it. 

The market “will not guarantee distributive justice ... Nothing is wrong 
with tough competition as long as the weak have some protection from 
the fallout” (Blinder 2018, p. 159). Economists have long acknowledged 
that there is a trade-off between equity and efficiency; if a society wants 
more of one, it will have to give up some of the other.!! Efficiency is said 
to measure the size of the economic pie. In that way, there are more goods 
and services available to be distributed. If society determines that the dis- 
tribution of goods and services that result from the market is undesirable 
from a social justice perspective, then it can use other methods (progres- 
sive taxes,!? Pell Grants,'* or SNAP," for example) to make the income 
distribution more equitable. If instead of the market, an alternative eco- 
nomic system determines what is produced, there will be fewer goods and 
services available to redistribute. 


APPENDIX: MONOPOLY AND PUBLIC GOODS 


Markets achieve efficiency because self-interested individuals provide a 
constraint on other individuals’ self-interest. When there are numerous 
economic actors in a market, one firm will be unable to raise price above 
its (efficient) equilibrium level because its rival will offer a lower price to 
attract consumers. In the case of monopoly, the extreme case of one firm 
in a market, or oligopoly, the more common instance of just a few firms in 
the market that can collude to achieve monopoly results, this mechanism 
breaks down. Such firms are able to raise price without considering a rival’s 
response. The result is price that is higher than and quantity that is lower 
than the efficient free market levels. 

Two policy alternatives address the monopoly problem. The Department 
of Justice and the Federal Trade Commission enforce the antitrust laws 
(the Sherman Antitrust Act and Clayton Acts are the major statues’®). At 
times, just the threat of such a lawsuit is sufficient to change the firm’s 
anticompetitive behavior. Other times, the penalty in the case results in 
the necessary changes in structure and/or conduct that restore the work- 
ings of the market.'® 

Government regulation replaces the market mechanism when it is 
impossible to correct the flaws in the particular industry that prevent the 
efficient market equilibrium from being achieved. These industries are 
commonly referred to as natural monopolies, characterized by economies 


30 N.R. FOX 


of scale. In this case, the efficient price is always less than the average cost, 
so the firm could not earn a positive profit with a market-determined 
price. Although the prevalence of price regulation at the national level has 
decreased significantly since the 1980s, such regulation is more common 
at the state level for utilities such as electricity, natural gas, and local tele- 
phone service, as well as cable television. 

A public good is defined to be a good that exhibits the properties of 
non-rivalrous consumption and non-excludability. Most goods that are 
exchanged in the market are rivalrous: the more I consume, the less there 
is for someone else to consume. If I take a piece of pie, there is less pie for 
anyone else to eat. Watching a movie in a theater is an example of non- 
rivalrous consumption. I do not use up the movie as I watch it, so there is 
no additional cost to providing the movie to another viewer (assuming the 
theater is not full). If anyone who does not pay can be easily excluded 
from consuming a good, that good is considered to be excludable. A 
movie is a good example of an excludable good—I can prevent you from 
entering the theater if you haven’t purchased a ticket. Goods that are both 
non-rivalrous and non-excludable provide benefits to consumers at zero 
marginal (additional) cost, and no one can be excluded from using them. 
Consequently, they cannot be produced in a private market, because there 
is no way to charge a price for them. Such goods are usually provided by 
the government, and the classic example is national defense. 


NOTES 


1. In the labor market, the roles are reversed: firms demand the services of 
labor, and workers supply them. 

2. The distinction here between wants and needs is crucial and has implica- 
tions both for why a market works efficiently and potential objections to 
the market system. See. Chap. 1 for a discussion. 

3. There is considerable discussion of what behavior actually is voluntary. For 
example, is a woman who becomes a prostitute making a voluntary deci- 
sion if that is the only way she can earn income? Although selling body 
organs is illegal in the United States, there is a black market abroad. Are 
those in extreme poverty making a voluntary decision when they sell one 
of their kidneys? 

4. Sandel describes the market perspective but disagrees that altruism is a 
scarce commodity. See his discussion in Chapter 4 “How Markets Crowd 
out Morals” of his book. 
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15. 
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. This example is a different version of one described in Buchholz, p. 22. 
. See Millsap and Boudreaux for a more extensive analysis of the economics 


of price gouging. Millsap’s title, “Price-Gouging Laws—Not Hurricanes— 
Empty Stores’ Shelves” summarizes that perspective. 


. This economic theory is the basis for Chap. 5 on Climate. 
. Marginal productivity is one factor that determines demand for an input. 


In a competitive input market, the price is determined by demand 
and supply. 


. See Chapter 18 in Baumol and Blinder for an analysis of the principle of 


marginal productivity. 


. https://www.cbo.gov/publication/55413. 
ll. 
12. 


See Okun for a classic analysis of the trade-off. 

Progressive taxes are defined as taxes that take a higher percentage of 
income as income increases. Even when taxes are not imposed relative to 
income, they can be measured in that way. Taxes may also be proportional 
(the same percent of income regardless of income level) or regressive (a 
higher percent of income as income increases). For example, a sales tax is a 
percentage of the price of a good, but because that dollar amount is a 
higher percentage of a low income, it is a regressive tax. 

A Pell Grant is federal aid for college that is based on need and awards up 
to $6000 annually. 

SNAP is the federal Supplemental Nutrition Assistance Program, more 
commonly known as food stamps, which provides financial assistance to 
low-income families to purchase food. 

https: //www.justice.gov/atr /antitrust-laws-and-you. 

See Irwin M. Stelzer, Selected Antitrust Cases: Landmark Decisions in 
Federal Antitrust, for some of the important antitrust decisions and the 
remedies imposed. 
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CHAPTER 3 


Minimum Wage/Living Wage 


Abstract This chapter begins with a historical review of the federal mini- 
mum wage and data about minimum wage. The current federal minimum 
wage is $7.25 an hour and hasn’t been increased in 10 years. Twenty-nine 
states have a minimum wage higher than the federal one. An economic 
analysis of the minimum wage follows with a review of the empirical 
research. 

The next section is a discussion of the Jewish social justice perspective. 
The Jewish tradition views the worker as a human person, who should be 
paid sufficiently to support a family. In fact, an employer is considered to 
be responsible for the welfare of workers, a direct contradiction of stan- 
dard economic analysis. I conclude with a discussion of the $15 minimum 
wage movement. 


Keywords Minimum wage ° Economic analysis e Human person 


INTRODUCTION 


Generally, economists oppose government interference with the market 
because it leads to inefficiencies. It is particularly significant that for 
decades, one of the few things that economists agreed about was that the 
minimum wage is an ill-advised policy. In a 2007 survey, a majority of 
labor economists agreed that “minimum wage hikes are an inefficient way 
to address the needs of poor families.”! In another survey, almost 80% of 
economists replied that increasing the minimum wage would increase 
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unemployment among unskilled and young workers (Mankiw).? Path- 
breaking research in the 1990s, though, changed that view. 

Discussion of minimum wage informs important concepts of social jus- 
tice, people as workers and how economists view them, and what should 
determine a person’s wage. Views on poverty, charity, human dignity, and 
the value of work all inform the Jewish ethical perspective. 

In this chapter, I will discuss the theory of wage determination in gen- 
eral and minimum wage in particular, the long-standing empirical work, 
and the most recent empirical work, which has changed economic think- 
ing. Then I will discuss Jewish teaching on wages and how to treat the 
worker, which connects to the $15 wage movement. 


ECONOMIC ANALYSIS 


As with most regulations that interfere with the market mechanism, impo- 
sition of a minimum wage is usually well-intended. And like most such 
regulations, it may in fact harm the very group it is intended to help. The 
theory of wage determination predicts that the number of workers hired 
will decrease as the minimum wage is increased. But that conclusion is 
very general and is based on assumptions that have come into question. 

Economists view workers as just one part of the production process, 
who should be paid according to their productivity.* Firms will pay the 
lowest wage possible as long as they can get the quantity and quality of 
workers they want in order to keep their costs as low as possible. In this 
economic view, workers are no different from any other input—lumber, 
electricity, flour—so an increase in the minimum wage with no corre- 
sponding increase in productivity makes no sense. More significantly, and 
in direct contrast with Jewish social teaching, there is no regard for how 
the wage level affects the worker as a human person or whether it is suffi- 
cient to his/her need. 

The economic theory of the minimum wage is straightforward. Wage is 
the price of labor. Minimum wage, by construction, is higher than the 
equilibrium wage.* The result is an excess supply of labor—more workers 
are willing to work at that higher than equilibrium wage than firms are 
willing to hire. The Law of Demand‘ states that if the price of something 
increases, people demand less of it. If wage increases, then firms will 
demand fewer workers. Of course, those who are employed at the higher 
wage are better off, but the same cannot be true of people who are willing 
to work at the higher wage but are not hired. Even if the firm would 
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continue to hire the same number of workers, that would mean their costs 
increase. Either their profits fall, or they raise their prices. Economic the- 
ory predicts that there would be some adverse effect—fewer workers 
hired, higher prices and/or lower profits. Economic studies confirmed 
this theory for many years.° They found that as minimum wage was 
increased, employment fell. And for decades, this was the accepted, pre- 
vailing wisdom in the profession—until about 25 years ago. 

In the mid-1990s, Card and Krueger conducted a study comparing 
employment in fast-food restaurants in Pennsylvania and New Jersey. They 
were fortunate to have found what economists call a “natural” experi- 
ment—two contiguous states with different levels of the minimum wage. 
They found that employment grew faster in New Jersey, which had 
increased its minimum wage, than it had in Pennsylvania, whose state min- 
imum wage remained unchanged. These results contradicted decades of 
research (Card and Krueger 1994). 

Why the change from earlier research? In part, because at that time, the 
minimum wage was so low, relative to the average wage, the increase 
affected many fewer workers. The percentage of workers earning at or 
below the minimum wage had fallen dramatically; it was 15% in 1980; it 
fell to 7.7% in 1992 (BLS 2015). That number has fallen to 2.1% in 2018 
(BLS 2018). Another difference is that now minimum wage workers are 
concentrated in the service industries, especially food, hospitality, and 
health care (Pew). It is very difficult to find a substitute for a hotel house- 
keeper. Subsequent studies also found that increases in minimum wage 
have a net positive effect (Tedeschi).” 


HISTORY OF THE MINIMUM WAGE IN THE UNITED STATES 


The 1938 Fair Labor Standards Act established a federal minimum wage 
as well as laws governing hours worked (maximum of 44 per week) and 
child labor (Grossman).* The 25 cent per hour minimum covered only 
11 million workers (Elder and Miller, p. 10). Sec. 202(a) of the Act states 
that “labor conditions detrimental to the maintenance of the minimum 
standard of living necessary for health, efficiency, and general well-being 
of workers” had negative effects on the economy, including unfair compe- 
tition and interference with the free flow of goods and services (Fair Labor 
Standards Act). 

Even at that time, there were concerns about the effect of a minimum 
wage on the economy. In a fireside chat, President Roosevelt said “do not 
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let any calamity-howling executive with an income of $1000 a day, ... tell 
you ... that a wage of $11 a week is going to have a disastrous effect on all 
American industry” (Roosevelt, p. 392). 

The federal minimum wage has been increased over 20 times since 
1938. The most recent increase was in 2009. In 2007, the federal mini- 
mum wage was increased for the first time in 10 years.’ It increased from 
$5.15 an hour to $5.85. It went up each year until it reached $7.25 in July 
2009, its current level. 

Although the federal minimum wage is the highest it has ever been in 
nominal terms, in terms of buying power, it is lower than it has been since 
the mid-1960s.'° Even though today’s federal minimum wage workers 
earn more dollars than their counterparts in 1968, today’s workers are 
actually worse off. In 1968, the federal minimum wage was $1.60, the 
equivalent of $11.55 in 2018." 

Who earns the minimum wage in 2018? About 75% are white, 21% are 
aged 16-19, about 50% are female, and 75% work full-time. Seen from a 
different perspective, of all teenagers (ages 16-19) earning an hourly 
wage, 7.6% earn at or below the federal minimum wage. That figure is 
2.6% for women and 2.6% for African Americans. About 1.7 million work- 
ers total earn at or below the (federal) minimum wage.” The percentage 
of hourly paid workers earning the prevailing federal minimum wage or 
less declined from 2.3% in 2017 to 2.1% in 2018. This remains well below 
the percentage of 13.4 recorded in 1979, when data for hourly paid were 
first collected on a regular basis.” 

There is another way to put the minimum wage in perspective. Someone 
working full-time at the current federal minimum wage of $7.25 earns not 
quite $15,080 annually, which is below the poverty threshold of about 
$25,000 for a family of four per the revised guidelines of 2019.'* Nowhere 
in the United States does a minimum wage worker earn enough in a 
40-hour work week to rent a modest, affordable,!° two-bedroom apart- 
ment (Cooper). In over 15 states, workers would need to earn over $20 
an hour, almost three times the current federal minimum wage, for that 
apartment.'° 

Congress considered several proposals to increase the federal minimum 
wage in 2010 (CBO 2014, p. 6). These included a three-step increase 
from the (then) current level of $7.25 to $10.10, with the wage indexed 
to inflation and $9.00, and a two-step increase from $7.25 to $9.00, with 
no index. No legislation was passed. In 2014, the Congressional Budget 
Office (CBO) published an analysis of the effects of both of these 
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scenarios on the economy. They concluded that total employment would 
fall by about 500,000 workers, but more than 16.5 million workers would 
have a higher salary. About 19% of the $31 billion pay increase would go 
to families below the poverty line, and 29% to families at or above three 
times the poverty line (CBO, 2014, pp. 2-3). 


FIGHT FOR $15 MOVEMENT 


In 2012, out of frustration with the lack of progress in increasing the fed- 
eral minimum wage, fast-food workers held a one-day strike in support of 
a $15 minimum wage (Greenhouse). There was widespread skepticism 
that a more than 100% increase in the minimum wage would be realized. 
Yet less than four years later, both California and New York had enacted 
legislation that would increase their respective minimum wages to $15 by 
2022 (California) and $15 by 2018 (New York City), 2021 (New York 
City suburbs), and $12.50 in upstate New York (Greenhouse). Twenty- 
nine states plus the District of Columbia have higher minimum wages 
than the federal $7.25.'7 Washington, D.C., is the highest at $13.25. The 
highest state minimum wages of $13.25 are in Massachusetts and 
Washington.'® Workers are entitled to the higher of the two when the state 
minimum wage is higher than the federal rate.” In February 2017, 
Governor Tom Wolf of Pennsylvania proposed raising the state minimum 
wage from the current (federal level) of $7.25 to $12.00 (Thompson). A 
recent survey reported that about 60% of Americans polled support the 
increase to $15 (Greenhouse). 

In the past few years, several major firms announced that they would 
increase hourly pay to workers to a level significantly higher than the fed- 
eral minimum wage. In 2016, JPMorgan Chase announced its minimum 
wage would be $10.15, increasing to $16.50 by 2020. CEO Jamie Dimon 
described the decision as “the right thing to do” and good for the com- 
pany (Dimon). Other firms soon followed, including major retailers 
Amazon ($15), Costco ($14), Target ($13), Walmart ($11), and CVS 
($11). Some plan to raise that minimum even higher by 2020 (Sciproni). 
As the recovery from the 2008 recession continues and the unemploy- 
ment rate falls, firms need to increase wages to attract workers. At the 
same time, they have found that turnover, a significant labor cost, falls as 
wages increase (Pinsker).?° 

Economists at the University of Washington found Seattle’s recent 
minimum wage increases brought benefits to many workers employed at 
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the time, while leaving few employed workers worse off.” In a revision of 
that study, they found that average pay fell by about $125 a month 
(Scheiber). They concluded that an increase in minimum wage has differ- 
ent effects on different groups of workers, helping those already in low- 
paying jobs but hurting those not yet employed (Ekaterina et. al.). In a 
simulation of the effect of a $15 minimum wage in Washington, D.C., 
researchers predict that the lowest wage earners will see a significant 
increase in income with relatively small job losses (Muhammad 2018). 


JEWISH SOCIAL JUSTICE 


The Jewish texts teach about God’s view of both those in need and those 
who do not treat them in a fair and just manner, about the employer/ 
employee relationship, and the importance of preventing poverty in the 
first place by providing for a worker’s needs. The worker is a person, a 
creation of God, entitled to human dignity and respect. People need to 
work in order to acquire goods and services—“By the sweat of your brow 
shall you get bread to eat ...” (Genesis 3:19). The purpose of work is to 
earn a living, so the purpose of a wage is to provide a living. Workers 
should be paid according to their needs. This perspective is in direct con- 
trast with the market view of workers. 

Workers are not just another input; they are human beings, and employ- 
ers have some responsibility for their employees’ well-being. Work is holy 
because it is a way to partner with God in the act of creation. Poverty is 
something to be avoided, and although we are commanded to help those 
in need, the preferred way is to prevent poverty in the first place.” “Do 
not let him slip down until he falls completely, for then it will be difficult 
to raise him; rather strengthen him as he begins to fall” (Dorff, p. 34). It 
is an affront to human dignity to work full-time and still be poor. The 
purpose of work is to earn a living, so it follows logically that the purpose 
of a wage is to provide a living (Jacobs 2008, p. 23). 

What does God think of those who do not treat their workers in a just 
way? “[A]nd I will act as a relentless accuser against those who have no 
fear of Me: Who practice sorcery, who commit adultery, who swear falsely, 
who cheat laborers of their hire, ... said the Lord of Hosts” (Malachi 
3:5, emphasis mine). “He who withholds what is due the poor affronts his 
Maker; He who shows pity for the needy honors Him” (Proverbs 14:31). 

What do we learn from these verses? First, a worker is someone who is 
vulnerable and needs protection. “The principle ‘you should keep the 
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ways of the righteous’ compels employers to recognize their privileged 
and powerful position vis-a-vis their workers, and to act in such a way as 
to protect the interests of the workers” (Jacobs 2008, p. 13). As we see 
from the prophet Malachi, a worker is in the same category as the widow, 
the orphan, and the stranger.” He is at the mercy of his employer; when 
we consider a minimum wage worker, it is easy to see the imbalance of 
power between him and his employer. God considers anyone who mis- 
treats the stranger and the immigrant in the same category as adulterers 
and blasphemers. Whoever does not look out for the welfare of the worker, 
and the employer who pays the worker a sub-standard wage, is mistreating 
the worker, and thus is included in the same category as adulterers and 
blasphemers. Similarly, as Proverbs 14:31 teaches, that same person is dis- 
honoring God. 

Citing “those who cheat labors of their hire,” perhaps the prophet 
Malachi had in mind the biblical verse that commands an employer to pay 
his workers on time. “You must pay his wages on the same day, before the 
sun sets, for he is needy and urgently depends on it; else he will cry to the 
Lord against you and you will incur guilt” (Deuteronomy 24:15). 

No ATMs, smart phones, microwaves back then. The pressing labor 
issue of that time was prompt payment of wages (Jacobs, p. 44). Workers 
needed their wages daily in order to buy food and other necessities of life. 
In this view, the employer has a moral responsibility for the well-being of 
the worker (Jacobs 2003, p. 44). If tardy payment can produce such dire 
consequences, it must also be the case the insufficient wages would have 
the same result. 

In his commentary on this verse, Nahmanides writes, “For he is poor— 
like the majority of hired laborers, and he depends on the wages to buy 
food by which to live ... if he does not collect the wages right away as he 
is leaving work, he will go home, and his wages will remain with you until 
the morning, and he will die of hunger that night” (Jacobs 2003, p. 45). 
The employer is responsible for the employee’s well-being. If the worker 
and/or his family die of hunger as a result of non-payment of wages, 
Nahmanides implies, fault for the death lies with the employer (Jacobs 
2003, p. 45). 

If the employer is bound to pay on time for the sake of the well-being 
of the worker, he must be obligated to pay a living wage for the same rea- 
son. To revise this biblical verse to make it contemporary, “You must pay 
him a wage sufficient for his needs ... For he is needy and depends upon 
it.” In addressing the issue most relevant to workers of its own time 
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(paying on time), the Bible invites us to consider ways to ameliorate the 
situation of workers in our own time. Paying workers promptly constitutes 
only one means of fulfilling the more general commandment, “do not 
oppress the hired laborer” (Jacobs 2008, pp. 21-22). This perspective is 
entirely absent from the economic model of wage determination, where 
the employer bears no personal responsibility for the worker at all. 

Rules for charity can also guide us on the Jewish social ethics perspec- 
tive on the minimum wage. “You shall open your hand [to the poor per- 
son] and provide him sufficient for his need, whatever it might be” 
(Deuteronomy 15:8). Even though this is a reference to how much charity 
you should give, it clearly has application to the minimum /living wage 
issue. For if you are to give a poor person enough charity for his needs, 
does it not follow that you ought to pay him enough for his needs if he is 
working? (Jacobs 2008, p. 23). 

In Maimonides’ rules for charity, the highest form of charity is to enable 
someone to be self-sufficient, so he no longer needs to depend on the 
generosity of others.”* Surely the best way to ensure that someone is self- 
sufficient is to pay a living wage. 

We can infer rabbinic thinking on a living wage from their discussion of 
business profits.” They recognize that people respond to incentives, and 
the Talmud has much to say about the market and business practices. 
Rabbis set a maximum rate on profits, so that essential goods remained 
affordable. This profit ceiling is, essentially, a limited form of price control 
grounded in economic justice and a dose of market reality. Wage is the 
price of labor, so we can extend that Talmudic reasoning as support for a 
living wage sufficient to support a worker’s needs. 

Maimonides allows us to make a connection between wage and worker 
productivity. Workers have an obligation to their employers in the sense of 
a day’s work. “Just as the employer must be careful not to steal the salary 
of the poor [worker], so too must the poor person be careful not to steal 
the work of the owner by wasting a little time here and there until the 
entire day is filled with trickery” (Mishne Torah, Hilkhot Skhirut 13:7, cf. 
Shulhan Arukh, Hoshen Mishpat 337:20 quoted in Jacobs 2003, p. 46). 
Workers are also prohibited from working both a day and a night job, as 
working double shifts interferes with one’s ability to perform either job 
well (Jacobs, p. 46). 

Could we interpret this teaching to conclude that a worker who “fills 
his days with trickery” or who holds two jobs and so is too tired to be as 
productive as if he would otherwise be, should be paid less? And if that 
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seems logical, that the wage should be tied to productivity, perhaps that 
implies that there should be no increase in minimum wage if there is no 
increase in productivity? 

Paying a just wage also contributes to the dignity of the worker. For just 
as the community has obligations to the poor, the poor have obligations 
to the community. Even those who live entirely on charity are required to 
donate to another poor person (Dorff, p. 28). They are expected to con- 
tribute to the community—how better to accomplish that than by provid- 
ing a just wage to those who are working??° 


CONCLUSION 


For decades, most economists made the case against the minimum wage, 
and the data supported the theory that increasing the minimum wage 
would decrease employment among low-paid workers. At the same time, 
those concerned with Jewish social justice argued in favor of a higher min- 
imum wage, relying on biblical and rabbinic teachings. Changes in the 
economy and changes in the labor market have resulted in a prevailing 
market wage in many sectors that is above the current federal minimum 
wage. Almost 60% of states have a minimum wage higher than the federal, 
and several major companies have voluntarily increased the wage they pay 
their lowest paid workers to a level above the federal minimum wage. 
Jewish social ethics has consistently called for a living wage. Achieving a 
living wage as the law of the land will require “reconstructing modern 
values so that human beings are no longer viewed as economic or political 
instruments to be used or discarded at will. Employment (at a living wage) 
brings with it not only self-esteem but the esteem of others ...” 
(Dorff, p. 36). 


NOTES 


l. https://www.epionline.org/release/majority-of-labor-economists- 
believe-minimum-wage-hikes-cause-unemployment/. 

2. Significantly, both of these surveys were in the 2000s, when most increases 
in the minimum wage would have been incremental, unlike the increase to 
$15 that is being considered in 2019. 

3. Productivity affects the demand for workers. In the market, equilibrium 
wage is determined by both supply and demand. 
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4. 


21. 


22. 


23. 


N. R. FOX 


There is no purpose to having a minimum wage higher than the market 
wage. When the price floor is below the equilibrium, Mankiw calls it 
“non-binding.” 


. See Chap. 2 for a fuller discussion of the Law of Demand and the effect of 


price ceilings. 


. See Brown and Brown et al. for a review of earlier studies. A comprehen- 


sive list of research on the minimum wage can be found in Appendix B in 
CBO (2019). 


. Other studies find no significant negative employment effect when states 


raised minimum wages (Tedeschi). He also reports that teenage employ- 
ment rose as much in states that increased their minimum wage as in states 
that did not. 


. See https://www.dol.gov/whd/regs/compliance/hrg.htm#1 for details 


about current implementation and rules. 


. http://www.minimum-wage.org/minimum-wage-raise. 
. https://www.cnbc.com/2016/07/21 /adjusted-for-inflation-the-fed- 


eral-minimum-wage-is-worth-less-than-50-years-ago.html. 


. https://www.cnn.com/interactive/2019 /business /us-minimum-wage- 


by-year/index.html. 


. https://www.bls.gov/opub/reports/minimum-wage/2018/pdf/ 


home.pdf. 


. https://www.bls.gov/opub/reports/minimum-wage/2018/pdf/ 


home.pdf. 


. https://www.healthcare.gov/glossary/federal-poverty-level-FPL/. 
. The U.S. Department of Housing and Urban Development defines 


“affordable” as 30% or less of monthly income (Cooper). 


. https://reports.nlihc.org/oor. 
. https://www.dol.gov/whd/minwage/america.htm. 
. In New York, the minimum wage will be $15 in New York City, Long 


Island, and West Chester County by 2021 and $12.50 in other parts of the 
state(https://www.ny.gov/new-york-states-minimum-wage/new-york-states- 
minimum-wage). 


. https://www.dol.gov/general/topic/wages/minimumwage. 
20. 


Some studies find that it can cost a company about 20% of annual salary to 
replace a worker (Boushey and Glynn), though the number is likely signifi- 
cantly lower for the lowest paid employees. 

Seattle increased its minimum wage for large employers to $11 an hour, 
from $9.47, in April 2015, then to $13 for many of those same employers 
in January 2016 (Scheiber). 

Based on Leviticus 25:35, “if your kinsman stumbles.” Commentary 
Rabbinical Assembly, Etz Hayim, p. 743. 

See also Jacobs ( 2008, p. 20). 
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24. See Salamon for a very accessible discussion of Rambam’s Ladder. 

25. See Chap. 2 for a discussion of profit ceilings. 

26. See Dorff (p. 44) for a discussion of the mutual obligations of the com- 
munity and the poor. 
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CHAPTER 4 


Immigration 


Abstract This chapter begins with a historical overview and continues 
with the effects of immigration on the economy in general and on native 
wages. Standard economic theory predicts that as immigrants increase the 
supply of labor, equilibrium wage will decrease. Most studies conclude 
that there is minimal effect on native wages, mostly on workers in low- 
skilled jobs without a high school education. 

Economic research also shows that the impact of immigration changes 
over time. Immigrants add to federal revenues but are generally a cost at 
the state and local level. The last section examines Jewish teaching. Loving 
the stranger is a basic Jewish value; the ger (stranger) should be protected. 
The market and Jewish social justice perspectives both support a generous, 
pro-immigrant public policy. 


Keywords Immigration ° Native wages ° Ger-Stranger 


You shall love the stranger, for you were strangers in the land of Egypt. 
(Deuteronomy 10:19) 
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INTRODUCTION 


How should we determine immigration policy? Should the economic 
impact be the primary factor or are the ethical factors—“give me your 
tired, your poor”—more important? Immigration was a crucial election- 
year issue in the 2016 presidential election. With the end of DACA! and 
President Trump’s recent proposal to change immigration policy from 
family based to merit based,’ it remains a critical political and economic 
issue. The effect of immigration is an important topic in economics, espe- 
cially as it relates to the supply of labor and its effect on wages. And cer- 
tainly, concern for those at the margin, for the ger, the stranger, is a critical 
topic in Jewish social justice. 

This chapter begins with results from public opinion surveys about 
immigration and its effect in the United States, in general and on the 
economy in particular. Historical data about immigration follows, includ- 
ing a brief summary of U.S. policy. I then present economic analysis of the 
effect of immigration. “Economists generally agree that the effects of 
immigration on the U.S. economy are broadly positive.”* The Jewish 
social justice perspective concludes the chapter. 


PUBLIC OPINION 


Public opinion about immigration provides a context for economic and 
social justice analysis. In a 2019 poll, a majority (62%) replied that “immi- 
grants strengthen the country because of their hard work and talents.” 
Just 28% said that “immigrants are a burden on the country because they 
take jobs, housing and health care.” The results were almost exactly the 
opposite about 25 years earlier (Jones). 

Gallop reports more specific results. A June 2018 poll showed that 75% 
of those surveyed believe that immigration is a good thing for the country; 
19% think it is bad. A June 2017 poll showed that 45% think immigration 
has made the economy better; 30% believe it has made it worse; and 22% 
see little significant effect. That same poll found that 18% believe immi- 
grants take low-paying jobs that native workers want, while 72% believe 
they take low-paying jobs that native workers do not want. A 2019 poll 
found that 23% would like immigration to decrease; 15% would like to see 
an increase.* 

Two results stand out from these surveys. Even though almost three- 
quarters of those polled believe that immigration is good for the United 
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States, only about one-sixth favor an increase in immigration. About one- 
fifth of those polled believe that immigrants “steal” jobs from Americans, 
but those voices seem to be the loudest in the debate. 


IMMIGRATION BY THE NUMBERS 


Immigration has fluctuated significantly over the past 150 years. In 1850, 
there were about 2 million immigrants,° accounting for about 10% of the 
population. Those numbers increased through 1930 (14 million, 11.6%), 
then fell through 1970 (9 million, 4.7%). They have been increasing 
steadily since to 44 million immigrants, 13.5% of the population in 2017 
(Migration Policy Institute [MPI], U.S. Immigrant Population and Share 
over Time, 1850-present). 

Immigration (new immigrants arriving each year) was below one mil- 
lion throughout the 1800s. It fell in the first half of the twentieth century 
(to a low of 20,000-30,000 before the end of World War II). Since then, 
the number has steadily increased. So far in the last decade, the average 
was just over one million a year.° As a percent of the population, immi- 
grants are at about the same level as they were in the late nineteenth and 
early twentieth centuries.” 

The geographic origin of immigrants has changed as well. In 1960, 
over 70% were from Europe and 20% from the Americas. After “Other,” 
most immigrants came from Italy, 12.9%, and 5.9% came from Mexico. In 
2017, about half were from the Americas, 30% from Asia, and 10% from 
Europe (MPI). After “Other,” most immigrants came from Mexico 
(25.3%); Italy did not even appear as a separate country of origin (MPI, 
“Regions of Birth for Immigrants in the United States, 1960—Present” ). 

Educational achievement of immigrants has also changed. In 1960, 
75% of immigrants had not graduated from high school, 14% had only a 
high school diploma, and just over 10% had any higher education. In 
2016, 29% had not graduated from high school, 22% had a high school 
diploma, and over half had some higher education.’ In 2016, almost 50% 
of immigrants had a high school diploma or less, while that number was 
just under a third for native-born Americans. At the other extreme of the 
education spectrum, college degree and beyond, the numbers are compa- 
rable, at about a third.’ 
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TIMELINE OF IMMIGRATION LAWS 


Immigration laws were first enacted in the United States soon after inde- 
pendence. The 1790 Naturalization Act limited citizenship to “free white” 
immigrants of good moral character. The Chinese Exclusion Act (1882) 
was the first of several laws that severely limited Chinese immigration. The 
National Origins Quota Act (1924, known as the Johnson-Reed Act) 
established quotas based on country of national origin. A maximum of 2% 
of each nationality, based on the 1890 Census, were permitted to enter the 
United States. This law significantly affected immigration from southern 
and eastern Europe. The Immigration Nationality Act (1952, known as 
the McCarran-Walter Act) preserved the quota system but modified 
the rules. 

It was not until 1965, with the passage of the 1965 Immigration and 
Nationality Act (known as the Hart-Celler Act) that the quota system was 
abolished and replaced with a system based on family unification.'’® In 
2019, President Trump proposed a new immigration policy that would 
severely cut back the importance of family unification (though he does 
prioritize immediate family members, spouses, and children [Trump]). He 
would replace those criteria with skills, education, and human capital 
(Trump, Shear). Though he has not yet presented details, his proposal is 
similar to RAISE (Reforming American Immigration for Stronger 
Employment) that three Republican senators introduced in the Senate in 
April 2019 (Bolton). One of the provisions of an earlier version of that 
proposed legislation would establish immigration based on a score on a 
test that includes questions about education, English proficiency, age, and 
whether you had won a Nobel Prize or Olympic medal. ™ 


IMMIGRANTS AS PART OF THE U.S. LABOR FORCE 


Foreign-born workers accounted for nearly 17% (28.0 million) of the 
162.1 million workers in the civilian labor force in 2018 (United States 
Department of Labor, BLS Table 1). The median usual weekly earnings of 
foreign-born full-time wage and salary workers were $758 in 2018, com- 
pared with $910 for their native-born counterparts (United States 
Department of Labor, BLS Table 5). Differences in earnings reflect a vari- 
ety of factors, including differences in educational achievement, occupa- 
tion, and geographic region. Hispanics accounted for about half of the 
foreign-born labor force in 2016, and Asians accounted for about a quar- 
ter (United States Department of Labor, BLS, Table 5). 
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Foreign-born workers were more likely than native-born workers to be 
employed in service occupations; natural resources, construction, and 
maintenance occupations; and production, transportation, and material 
moving occupations. Native-born workers were more likely than foreign- 
born workers to be employed in management, professional, and related 
occupations and sales and office occupations (BLS Table 4). The differ- 
ence can be attributed primarily to training and education and most sig- 
nificantly to language skills. 


ECONOMIC EFFECTS OF IMMIGRATION 


Economists who embrace a free market (efficiency as a goal, producing as 
much as possible with scarce resources) would argue for as few restrictions 
on the flow of labor as possible, in much the same way they argue for mini- 
mal trade restrictions, such as tariffs and quotas, on imported goods. The 
effect of immigration on various sectors of the economy and on native 
wages and employment should both be considered when evaluating immi- 
gration policy. This includes effects on native wages, prices of goods and 
services, and government revenue. 


EFFECT ON NATIVE WAGES AND JOBS 


There is a consensus over years of research that the effect of immigration 
on native wages and jobs is minimal and primarily on low-skilled jobs 
(Wharton, Orrenius). The studies’ results of the effect of immigration on 
native wages range from -1.7% to +1.7% for workers with no high school 
diploma, with larger effects on immigrants who are already working 
(Wharton). For all workers, regardless of educational attainment, these 
numbers are 0.6% change in wages for native workers and an average —5% 
for immigrants who are already working (Wharton). Overall, the evidence 
that immigrants have harmed the opportunities of less-educated natives is 
scant (Card). 


SKILLED WORKERS 


There is evidence that skilled workers benefit directly from immigrant 
labor in the form of more jobs, and skilled workers are disproportionately 
natives (Orrenius). This is because in many instances, unskilled immigrant 
labor is a complement for skilled labor. For example, if a home builder uses 
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cheaper immigrant labor for installing wallboard, he/she will be able to 
build more houses and therefore will need more skilled carpenters, plumb- 
ers, and electricians. 

In 2017, the National Academies of Sciences, Engineering, and 
Medicine published the Panel on the Economic and Fiscal Consequences of 
Immigration, a comprehensive analysis. In the theoretical section on the 
effect of immigration on wages and employment, they conclude that 
immigrants change the relative prices of labor and capital, resulting in 
firms hiring more workers (p. 195). Their main theoretical conclusion is 
that “the arrival of immigrants raises the overall income of the native pop- 
ulation that absorbs them: the immigration surplus” (National Academies 
of Sciences, Engineering, and Medicine, p. 196). 

In a summary of empirical studies spanning 20 years, they present data 
indicating that a 1% increase in the labor supply caused by immigration leads 
to between a -1.7% to a +0.3% change in wages, primarily affecting black 
men and high school dropouts (Table 5.2, p. 242). The study concludes that 
the net effect of immigration on native wages is very small overall (p. 247). 

Further, the study emphasizes that immigration is only one (small) fac- 
tor that influences the U.S. economy. It is difficult to isolate that effect 
from other factors, especially “production technology, communications 
technology, and the global economy, which together promote interna- 
tional trade in goods and services (and hence offshoring), global supply 
chains, and foreign investment” (p. 264). 

Another study found that immigrants make the economy more produc- 
tive, which increases GDP. Called the “immigration surplus,” natives 
experience an increase in income. This has been estimated to be between 
0.2% and 0.4% of GDP, between $36 and $72 billion dollars (Orrenius). 


CONSUMPTION EFFECTS 


There are winners and losers from immigration—some workers face lower 
wages or are not hired at all. Firms experience lower costs, which can they 
pass onto consumers in the form of lower prices. As their labor costs fall, 
firms can increase production, creating more jobs. 

The Academy study found, for example, that the willingness of less- 
skilled immigrants to work at low pay reduced consumption costs—the 
costs to consumers of goods and services like health care, child care, food 
preparation, house cleaning, repair, and construction—for millions of 
Americans. This resulted in “positive net benefits to the U.S. economy 
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during the last two decades of the twentieth century.” These low-wage 
workers simultaneously generated “a redistribution of wealth from low- to 
high-skilled native-born workers” (NAP, pp. 293-294). 


GOVERNMENT REVENUES AND EXPENDITURES 


Most economists agree that in the short run, there is a cost to immigration 
in terms of education, medical, and other social services, but that in the 
long run, there is a net positive fiscal impact. One study found that “the 
total annual fiscal impact of first-generation adults and their dependents, 
averaged across 2011-13, is a cost of $57.4 billion, while second and 
third-plus generation adults create a benefit of $30.5 billion and $223.8 
billion, respectively” (Edsall). 

With some exceptions, documented immigrants must wait for five years 
to be eligible for SNAP benefits.’* “Qualified” immigrants are eligible for 
TANE (Temporary Assistance for Needy Families), Medicaid, and CHIP 
(Children’s Health Insurance Program) only after they have been in the 
country for five years (Broder et al.).!* 

One of the largest costs of immigration to the government is public 
education.!® In 1982, the U.S. Supreme Court issued Plyler v. Doe. In that 
decision, they held that all children have a constitutional right to a free 
public education, regardless of immigration status.’° This decision applies 
to both documented and undocumented children. Even the dissent 
acknowledged that it “is senseless for an enlightened society to deprive any 
children—including [unauthorized immigrants ]—of an elementary edu- 
cation,” in part because “the long-range costs of excluding any children 
from the public schools may well outweigh the costs of educating them” 
(Konings). 

Funding for public education, kindergarten to twelfth grade, typically 
comes primarily from local property taxes. This ruling explains, in part, 
why the data show that immigrants have a positive effect on the federal 
budget but a negative effect on state and local budgets.’” The children of 
immigrants pay more in taxes than their parents or natives,!* which raises 
the question of the wisdom of basing immigration policy on immediate or 
short-term effects. 

Working immigrants, even illegal ones, do pay taxes. Even though 
undocumented immigrants do not have Social Security Numbers, they are 
able to file tax returns with an Individual Taxpayer Identification Number 
(ITIN). In 2015, 4.35 million tax returns were filed using ITINs, 
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accounting for more than $13.6 billion in taxes.'!? Some believe that most 
of these returns are from undocumented immigrants (Shoichet). 

Referring to a 2007 report by the Council of Economic Advisers 
(CEA), Chairman Edward P. Lazear concluded, “Our review of economic 
research finds immigrants not only help fuel the Nation’s economic 
growth, but also have an overall positive effect on the income of native- 
born workers.” More recent studies confirm that conclusion. 


JEWISH SOCIAL ETHICS 


Abraham was the first immigrant in the Bible. “The Lord said to Abram, 
‘Go forth from your native land and from your father’s house to the land 
that I will show you’” (Genesis 12:1). The Hebrew word for stranger is 
ger, often used to mean immigrant. Abavat Ger—Loving the stranger—is 
a basic Jewish value (Schwartz, p. 75). “You shall not oppress a stranger, 
for you know the feelings of the stranger, having yourselves been strangers 
in the land of Egypt” (Exodus 23:9). “You shall love the stranger, for you 
were strangers in the land of Egypt” (Deuteronomy 10:19). No com- 
mandment is repeated as often in the Torah as that of protecting the 
stranger. The rabbis enumerate 36 separate injunctions about strangers 
(Schwartz, pp. 76-77). 

Jews identify with the outsider because they themselves have been out- 
siders. Starting with the Babylonian exile, 586 BCE, through the twenti- 
eth century, Jews faced antisemitism and persecution. And despite their 
desire to emigrate, Russian refusniks were not permitted to leave. There 
has been an upsurge in antisemitic incidents recently, both in the United 
States and abroad. There were 1879 recorded incidents of antisemitism in 
the United States in 2018, including the shooting at the synagogue in 
Pittsburgh in which 11 people died (Anti-Defamation League). And in 
May 2019, the German antisemitism minister warned Jews not to wear a 
kippah (skullcap) in public because it was not safe (Robinson).”° 

In post-biblical times, many countries exiled the Jews who lived there 
(Jewish Virtual Library): 


e 1107 Moroccan Almoravid ruler Yoseph Ibn Tashfin orders all 
Moroccan Jews to convert or leave. 

e 1290 King Edward I of England expelled all Jews; they were not 
permitted to return until 1659. 

e 1306-1394 Jews were expelled from northern France. 
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e March 31, 1492, Queen Isabella and King Ferdinand of Spain 
expelled the Jews. 
e 1496 Jews were expelled from Portugal. 


Why is treatment of the stranger (immigrant) an important Jewish 
value? In the Bible, the ger is associated with the widow and the orphan. 
“[A] weak outsider who needs protection” (Schwartz, p. 77). The biblical 
commandment to provide for the widow and the orphan is similar to the 
commandment to provide for the stranger. 

A second reason is because Jews are commanded to imitate the ways of 
God. Throughout the Bible we are told how God deals with the stranger. 
“God ... befriends the stranger, providing him with food and clothing” 
(Deuteronomy 10:18). 

The prophet Malachi phrases this in the strongest possible terms. “But 
I will step forward to contend against you, and I will act as a relentless 
accuser against those who have no fear of Me; Who practice sorcery, who 
commit adultery, who swear falsely, who cheat laborers of their hire, and 
who subvert [the cause of ] the widow, orphans and stranger, said the 
Lord of Hosts” (Malachi, 3:5, emphasis mine). God considers those who 
oppress the stranger in the same category as adulterers and those who bear 
false witness. As one commentator writes, if loving the stranger did not 
quite make it into the “top 10” commandments, the verse from Malachi 
seems to be trying to add an amendment. Adultery and false witness are 
both part of the Ten Commandments, and the prophet is saying that one 
who does not protect the stranger is no better than one who violates the 
core covenant from Sinai (Schwartz, p. 78). 

And third, because there is a tangible reward. It is almost as if God is 
not confident in relying on our compassion, so an incentive is provided 
(another example of economic concepts in the Bible). “If you execute 
justice between one person and another, if you do not oppress the stranger, 
the orphan and the widow, if you do not shed the blood of an innocent, if 
you do not follow other Gods ... Then will I let you dwell in the land 
which I gave to our fathers for all time” (Jeremiah 7:5-8). 

These biblical passages offer somewhat general directives about the 
treatment of the stranger. Others are more specific. “There shall be one 
law for you and for the resident stranger; it shall be a law for all time 
throughout the ages. You and the stranger are alike before the Lord; the 
same ritual and the same rule shall apply to you and to the stranger who 
resides among you” (Numbers 15:15-16).” 
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These biblical passages can be applied directly to one particular public 
policy issue, college education.” The Illegal Immigration Reform and 
Immigrant Responsibility Act (IIRIRA), passed in 1996, prohibits states 
from offering in-state tuition rates to undocumented immigrant students, 
with some exceptions.** Currently, 18 states allow in-state tuition for 
undocumented students (Undocumented State Tuition). 

Note that the ITRIRA does not prohibit undocumented students from 
attending public colleges and universities. But requiring them to pay out- 
of-state tuition (and denying them federal financial aid) is effectively shut- 
ting them out of college. State colleges and universities in Pennsylvania 
charge out-of-state tuition to undocumented students. At Penn State 
University Park, in-state tuition was $17,416 for first year students for the 
2018-19 academic year. The rate for out-of-state students was $33,820, 
almost double the in-state tuition rate.?° 

Economically, the federal policy is short-sighted. There is consistent 
evidence that more education leads to higher income. In 2018, median 
usual weekly earnings were $1198 for workers with a college degree; they 
were $730 for a worker with a high school diploma.*® Financial concerns 
contribute to the higher level of stress and anxiety that undocumented 
students experience at college over other students (Mulhere).’” 


JEWISH IMMIGRATION AND ADVOCACY 
IN THE UNITED STATES 


Demographers identify three major waves of Jewish immigration to the 
United States, all fleeing persecution or worse. The first, 1654-1820, was 
the smallest. Between 1820 and 1880, almost a quarter of a million Jews 
came from Europe. The largest migration, 1880-1920, was almost two 
million Jews, primarily from Europe but also from the Middle East, Asia, 
and North Africa (Silverman). In the United States, they were greeted 
with antisemitism and discrimination. Much later, in the 1980s, there was 
a fourth wave, of Jews from the former Soviet Union. 

HIAS (Hebrew Immigration Aid Society) was established to help these 
immigrants (HIAS). Founded as the Hebrew Immigrant Aid Society in 
1881 to assist Jews fleeing pogroms in Russia and eastern Europe, HIAS 
has touched the life of nearly every Jewish family in America and now 
welcomes all who have fled persecution. As the need to assist Jewish immi- 
grants diminished, HIAS expanded its work to include anyone in need, 
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regardless of religious affiliation or home country, coming to the United 
States fleeing persecution of any kind.”8 

In 2005, HIAS crafted the “Interfaith Statement in Support of 
Comprehensive Immigration Reform,” which cites passages from the 
Bible, the New Testament, and the Qur’an. This statement was a response 
to pending comprehensive immigration reform legislation in the 
U.S. Congress and was endorsed by over 35 national organizations, repre- 
senting a variety of faiths: 


We, the undersigned faith-based leaders and organizations, join together to 
call upon President (George W.) Bush and our elected officials in Congress 
to enact comprehensive immigration reform legislation that establishes a 
safe and humane immigration system consistent with our values. Our diverse 
faith traditions teach us to welcome our brothers and sisters with love and 
compassion.”? 


Those attempts to reform the U.S. immigration laws ultimately failed in 
the Senate, as did proposed legislation for comprehensive immigration 
reform in 2013 (Valverde). 

The Rabbinical Assembly% passed a resolution on immigration to the 
United States in 2007. It cites biblical teachings, the history of Jewish 
immigration to the United States, the ineffectiveness of current immigra- 
tion policy, and economic research on the positive effect of immigration: 


You shall not oppress a stranger, for you know the feelings of the stranger 
(Exodus 23:9) 


Whereas the Jewish people have been immigrants and wanders for most of 
our history; 


Whereas the United States, which has long been a home and haven for eco- 
nomic and political refugees, maintained open immigration policies in the 
early twentieth century that saved the lives of hundreds of thousands of Jews 
and others; ...*! 


In 2019, over two dozen Jewish organizations signed a document con- 
demning President Trump’s “zero-tolerance” policy that leads to family 
separations: 
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Our Jewish faith demands of us concern for the stranger in our midst. Our 
own people’s history as “strangers” reminds us of the many struggles faced 
by immigrants today and compels our commitment to an immigration sys- 
tem in this country that is compassionate and just. 


CONCLUSION 


From the economics perspective, overall, immigration is good for the 
economy. “Sharply reducing immigration would be a poorly-targeted and 
inefficient way to assist low-wage Americans” (U.S. Council of Economic 
Advisers, p. 641). “Immigration has an overall positive impact on long- 
run economic growth in the United States” (NASEM). 


Economic analysis finds little support for the view that inflows of foreign 
labor have reduced jobs or Americans’ wages. Economic theory predictions 
and the bulk of academic research confirms that wages are unaffected by 
immigration over the long-term, and that the economic effects of immigra- 
tion are mostly positive for natives and for the overall economy. (Wharton) 


The biblical message is unambiguous—act in the imitation of God in 
the treatment of strangers; there are no conditions or exceptions, because 
Jews know what it is like to be a stranger. Major Jewish organizations and 
religious movements have been signatories on resolutions for comprehen- 
sive immigration reform based on religious teachings.** On the issue of 
immigration, economics and Jewish social justice lead to the same conclu- 
sion: we should welcome immigrants. 

In the preface to his book, Heaven’s Door: Immigration Policy and the 
American Economy, Harvard economist George Borjas writes, “man can- 
not live by facts alone. At some point in the debate over social policy, the 
facts have to be let out of their moral vacuum, the facts have to be inter- 
preted in the context of a set of beliefs, values and a vision of what the 
USS. is all about” (p. xiii). In a sense, he seems to embrace the Jewish 
social justice perspective on immigration. 


APPENDIX 1: INTERFAITH STATEMENT IN SUPPORT 
OF COMPREHENSIVE IMMIGRATION REFORM 


October 14, 2005*4 
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We, the undersigned faith-based leaders and organizations, join 
together to call upon President (George W.) Bush and our elected officials 
in Congress to enact comprehensive immigration reform legislation that 
establishes a safe and humane immigration system consistent with our val- 
ues. Our diverse faith traditions teach us to welcome our brothers and 
sisters with love and compassion. 

The Hebrew Bible tells us: “The strangers who sojourn with you shall 
be to you as the natives among you, and you shall love them as yourself; 
for you were strangers in the land of Egypt (Leviticus 19:33-34).” In the 
New Testament, Jesus tells us to welcome the stranger (cf. Matthew 
25:35), for “what you do to the least of my brethren, you do unto me 
(Matthew 25:40).” The Qur’an tells us that we should “serve God ... and 
do good to ... orphans, those in need, neighbors who are near, neighbors 
who are strangers, the companion by your side, the wayfarer that you 
meet, [and those who have nothing] (4:36).” 

We call for immigration reform because each day in our congregations, 
service programs, health-care facilities, and schools we witness the human 
consequences of an outmoded system. We see and hear the suffering of 
immigrant families who have lost loved ones to death in the desert or 
immigrants themselves who have experienced exploitation in the work- 
place or abuse at the hands of unscrupulous smugglers and others. In our 
view, changes to the U.S. legal immigration system would help put an end 
to this suffering, which offends the dignity of all human beings. 

We call upon our elected officials to enact legislation that includes the 
following: 


e An opportunity for hard-working immigrants who are already con- 
tributing to this country to come out of the shadows, regularize 
their status upon satisfaction of reasonable criteria and, over time, 
pursue an option to become lawful permanent residents and eventu- 
ally United States citizens; 

e Reforms in our family-based immigration system to significantly 
reduce waiting times for separated families who currently wait many 
years to be reunited; 

e The creation of legal avenues for workers and their families who wish 
to migrate to the U.S. to enter our country and work in a safe, legal, 
and orderly manner with their rights fully protected; and 

e Border protection policies that are consistent with humanitarian val- 
ues and with the need to treat all individuals with respect, while 
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allowing the authorities to carry out the critical task of identifying 
and preventing entry of terrorists and dangerous criminals, as well as 
pursuing the legitimate task of implementing American immigra- 
tion policy. 


While we support the right of the government to enforce the law and 
protect the national security interests of the United States, we recognize 
that our existing complex and unworkable immigration system has made 
it nearly impossible for many immigrants—who seek to support their fami- 
lies or reunite with loved ones—to achieve legal status. Reforming the 
immigration system to address this reality would allow the U.S. govern- 
ment to focus its enforcement efforts on real threats that face all 
Americans—citizens and immigrants alike. 

We urge our elected officials to conduct the immigration reform debate 
in a civil and respectful manner, mindful not to blame immigrants for our 
social and economic ills or for the atrocities committed by the few who 
have carried out acts of terrorism. A polarized process that is lacking in 
civility would hinder deliberative discourse and not serve the best interests 
of our nation. 

As faith-based leaders and organizations, we call attention to the moral 
dimensions of public policy and pursue policies that uphold the human 
dignity of each person, all of whom are made in the image of God. We 
engage the immigration issue with the goal of fashioning an immigration 
system that facilitates legal status and family unity in the interest of serving 
the God-given dignity and rights of every individual. It is our collective 
prayer that the legislative process will produce a just immigration system 
of which our nation of immigrants can be proud. 


APPENDIX 2: RABBINICAL ASSEMBLY RESOLUTION 
ON IMMIGRATION TO THE UNITED STATES (2007)*° 


You shall not oppress a stranger, for you know the feelings of the stranger 
(Exodus 23:9) 

Whereas the Jewish people have been immigrants and wanderers for 
most of our history; 

Whereas the United States, which has long been a home and haven for 
economic and political refugees, maintained open immigration policies in 
the early twentieth century that saved the lives of hundreds of thousands 
of Jews and others; 
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Whereas immigrants constitute more than 13% of the United States 
workforce, yet do not hurt employment opportunities for U.S.-born 
workers (2006 study by the Pew Hispanic Center); 

Whereas an estimated ten to twelve million undocumented immigrants 
are already living, working, going to school, and paying taxes in the United 
States; and, in many cases, raising children who are United States citizens; 

Whereas the immigrant population pays more in taxes than they collect 
in public benefits and the Social Security Administration holds $420 bil- 
lion from the earnings of immigrants who are not qualified to collect social 
security payments; 

Whereas the current immigration system compromises U.S. security by 
creating a shadow population of millions of undocumented immigrants 
who are unable to adjust their status; and 

Whereas the current enforcement-only approach to immigration has 
not stemmed the flow of undocumented immigrants, and has led private 
citizens and local law enforcement authorities, who are not trained in 
immigration law, to patrol the border and to arrest and detain immigrants. 

Thereby be it resolved that the Rabbinical Assembly call upon the 
United States government to implement an immigration policy that allows 
the United States to attain its full economic potential; 


To create opportunities for earned legalization and a path to citizenship 
for undocumented immigrants already living in the United States as 
supported by President George W. Bushandthecurrent U.S. administration; 

To prevent the exploitation of immigrant workers by guaranteeing wage 
and safety protections; 

To ensure that those who provide needed supports and services to undoc- 
umented immigrants are not criminalized; 

To reduce the backlog in the family reunification system to preserve family 
stability; 

To allow immigrants access to public services without fear of retri- 
bution; and 

To guarantee due process in immigration proceedings and the protection 
of civil liberties. 


NOTES 


l. Deferred Action for Childhood Arrivals (Edelman). 
2. Trump, Shear. 


62 


ll. 


12. 
13. 
14. 
15. 
16. 
17. 


18. 
19. 


20. 
21. 


N. R FOX 


. https://budgetmodel.wharton.upenn.edu/issues/2016/1/27/ 
the-effects-of-immigration-on-the-united-states-economy. 

. http://news.gallup.com/poll/1660/immigration.aspx. 

. “Immigrant” is defined as anyone not a U.S. citizen by birth. In these data, 
no distinction is made between immigrants who are documented and 
undocumented (MPI, U.S. Immigrant Population and Share over Time, 
1850-present). 

. https://www.dhs.gov/immigration-statistics/yearbook/2017/tablel 
According to DHS, these data are for foreign nationals who are granted 
lawful permanent residence (i.e., immigrants who receive a “green card”), 
admitted as temporary nonimmigrants, granted asylum or refugee status, 
or are naturalized. 

. https://budgetmodel.wharton.upenn.edu/issues/2016/1/27/ 
the-effects-of-immigration-on-the-united-states-economy. 

. I calculated these numbers from data from “Educational Attainment by 
nativity and region of birth: 1960-2016” referenced in Radford and 
Budiman. There may be some rounding errors. 

. These numbers were calculated in the same way as the numbers in Note 4. 

. See https://www.migrationpolicy.org/research/timeline-1790 for more 

information about these laws and a discussion of others. 

Two of the three senators, Cotton and Perdue, had proposed similar legis- 

lation in 2017 that included the proposed test. A version of the test is at 

http://time.com/4887574/trump-raise-act-immigration/. (Segarra) 

They do include the caveat that certain “subgroups” may experience a 

larger, negative impact (p. 247). 

Exceptions include some refugees and victims of human trafficking. 

https://www.fns.usda.gov /snap /eligibility /citizen/non-citizen-policy. 

As with SNAP, there are some exceptions. See Broder et al. 

Most of the costs of K-12 education come from local real estate taxes. 

https://www.americanimmigrationcouncil.org/research/ 

plyler-v-doe-public-education-immigrant-students. 
https://www.nap.edu/resource/23550/RiB-fiscal-immigration.pdf. 

Note that the effect at the state and local level depends on the number of 

immigrants. 

https://www.nap.edu/resource/23550/RiB-fiscal-immigration.pdf. 
https://www.nbcnews.com/politics/donald-trump/ 
fact-check-how-much-does-illegal-immigration-cost-america- 
not-n950981. 

See Walt for a recent analysis of antisemitic incidents in Europe. 

See Chap. 2 for an analysis of incentives. 


22. 


23. 


24. 


25. 


26. 


27. 


28. 


29. 


30. 


31. 


32. 


33. 


34. 


35. 
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Note the apparent contradiction with the rules for charging interest. See. 
Chap. 6. 
See https://www.nilc.org/issues/education/basic-facts-instate/ for more 
details about undocumented students and financial aid. 
Section 505 of the law states “an alien who is not lawfully present in the 
United States shall not be eligible on the basis of residence within a State 
(or a political subdivision) for any postsecondary education benefit unless 
a citizen or national of the United States is eligible for such a benefit (in no 
less an amount, duration, and scope) without regard to whether the citizen 
or national is such a resident” (Ali). 
http://tuition.psu.edu/tuitiondynamic/tabledrivenrates. 
aspx?location=up. 
https://www.bls.gov/emp /chart-unemployment-earnings-educa- 
tion.htm. 
For a moving personal narrative of twin sisters who were students at Notre 
Dame and undocumented, see “Shattering the Silence: Undocumented 
Twins Share their Story.” 
Jewish law requires that Jews must care for non-Jews as well as Jews. As 
Dorff writes, this is based on the Talmud and is “for the sake of peace” 
(Dorff, p. 130). 
Interfaith Statement in Support of Comprehensive Immigration Reform 
October 14, 2005. Complete text is found in Appendix 1 at the end of this 
chapter. 
https://www.episcopalchurch.org/library/article/ 
interfaith-statement-support-comprehensive-immigration-reform. 
The organization of rabbis of the Conservative movement. 
https: //jewschool.com/2007/05/12308 /comprehensive-immigration- 
reform-spreads-like-wildfire-we-hope/. Full text of this document can be 
found in Appendix 2 at the end of this chapter. 
https: //uscj.org/blog /uscj-co-signs-letter-condemning-u-s-zero- 
tolerance-immigration-policy. 
https://urj.org/what-we-believe/resolutions/support- 
comprehensive-immigration-reform-united-states. 
https://www.episcopalchurch.org/library/article /interfaith- 
statement-support-comprehensive-immigration-reform. 
https://jewschool.com/2007/05/12308/comprehensive- 
immigration-reform-spreads-like-wildfire-we-hope/. 
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CHAPTER 5 


Climate 


Abstract Environmental issues are examples of negative externalities, 
which occur when a person’s or firm’s actions have unintended effects on 
others. They can be remedied by taxes or government regulation. Over 
3500 economists endorsed a carbon tax as the best way to deal with 
climate change. 

Jewish teaching emphasizes avoiding harm. There is no such concept as 
an acceptable level of environmental damage. But there is ambiguity on 
this—if an action that results in harm to others, as is the case of polluting 
a stream, is necessary for someone’s livelihood, it is permitted. But in most 
cases, the good of the community always takes precedence over the indi- 
vidual, a direct contrast to market economics. 


Keywords Externalities e Carbon tax © Community 


“And everything I made, I created for you. Be careful [though], that 
you don’t spoil or destroy My world—because if you spoil it, theres 
nobody after you to fix it.” 

Kohelet Rabbah 7:13 
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INTRODUCTION 


Although economists, politicians, and scientists have only relatively 
recently seriously considered environmental problems, Jewish law has 
been addressing them for thousands of years. In this chapter, I analyze the 
theory of environmental economics and recommended policies to address 
climate change. I then discuss Jewish teaching on the environment and 
possible implications for current environmental policies. On this topic, 
there is a deep divide between the market and Jewish social justice tradi- 
tion perspectives. Economists analyze the costs and benefits of environ- 
mental problems to determine the optimal, or efficient, level, which is a 
usually positive number. Traditional Jewish teaching says there cannot be 
an acceptable level of harm to the community, privileging the common 
good over the individual, with only a few, notable exceptions. 


ECONOMIC ANALYSIS 


As discussed in Chap. 2, the market results in an efficient outcome only 
under certain conditions.! If these conditions are not satisfied, the result is 
termed a market failure. Externalities are one type of market failure and 
occur when one person’s or firm’s actions have unintended, sometimes 
called spillover, effects on someone else. This occurs when the social costs 
of an activity are not included in decision making. Smoking is an excellent 
example. 

Presumably, a rational person makes the decision to smoke by weighing 
the costs and benefits of a decision. Costs include the actual money spent 
on the purchase as well as health effects. Benefits might include keeping 
off excess weight and fitting in with friends. Because an individual is 
deemed to know their preferences best, in a perfectly functioning market, 
these preferences would not be questioned (assuming that the individual 
has complete and accurate information), and this would be considered an 
efficient outcome. But because this person’s decision to smoke has nega- 
tive, unintended effects on others, this is an example of a negative exter- 
nality, and the decision to smoke is inefficient.” Second- (and third-) hand 
smoke affects people in proximity of smokers, and smokers do not take 
this effect into account when deciding to smoke. They therefore smoke 
more than is socially optimal. 

To understand the distinction between private and social costs, con- 
sider a paper mill. It uses many inputs—electricity, wood pulp, labor—and 
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it pays for all of these inputs. But the production of paper results in emis- 
sions into the air, including methanol, acetaldehyde, formaldehyde, and 
other hazardous air pollutants (United States Environmental Protection 
Agency). The air is free, so the mill does not have to pay for using it, even 
though it is an input into production as much as the wood pulp is. Because 
the mill does not take the social cost into account as it calculates the profit 
maximizing amount of paper to produce (with necessarily accompanying 
emissions), it will produce more than is efficient. When firms maximize 
profit, they are minimizing cost. Because they do not have to account for 
all of the costs, they overproduce. 

This concept is closely related to the idea of private property. A firm 
cannot use electricity, workers, or wood pulp unless it pays for them from 
the producers. Because the air is not owned by anyone, because it is not 
private property, anyone can use it, which is the source of the negative 
externality.’ 

Producers succeed in the market when they produce what consumers 
want at the lowest cost. When the firm does not have to pay for some of 
the resources, as is the case with negative externalities, it overuses them 
and understates the cost of production. That is the reason for the ineffi- 
cient level of production.* 


The Coase Theorem 


In 1991, Ronald Coase won the Nobel Prize for his work on externalities.* 
The Coase Theorem states that under certain circumstances, the market 
can achieve an efficient level of an activity even if there are externalities. 
Consider this example.° Suppose a factory creates noise that bothers some- 
one living nearby. The factory can muffle the noise with equipment that 
costs $1000; the neighbor can pay $1500 to insulate her home. She pays 
the factory $1000 to install the noise muffling equipment. She is better off 
by $500 and has less noise. The factory is better off by $1000, and the 
optimal amount of noise is produced without the need for government 
intervention. “Even if the factory owner is not forced to fix the problem, 
it will pay the homeowner to bribe the factory owner to reduce the noise 
via the low-cost remedy” (Baumol and Blinder, p 308). We do not observe 
this result more frequently because of transaction costs—the costs of mak- 
ing the deal. These include costs of communication and the cost of 
enforcement. 
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But a Coase result did occur in New York City. In 2016, residents of an 
apartment building in the Chelsea neighborhood of Manhattan were con- 
cerned about losing their view to a new building that was planned adjacent 
to theirs. They offered the developer $11 million not to build the condo- 
minium, and he accepted (people living on lower floors paid less than 
those living on higher floors) (Goodman). 


GOVERNMENT REMEDIES 


When the market results in inefficient levels of an activity because of exter- 
nalities, government intervention is required to correct the situation. 
Though most economists agree on the general concept, there are differ- 
ences about the type of action the government should take and how severe 
the problem has to be to warrant action at all. Generally, the government 
has two options: it can regulate by setting requirements that must be met 
or it can tax, which internalizes the external cost. 


Pigouvian Taxes 


“(T]he most effective way to attack climate change: [is] using taxes and 
market forces rather than government controls to reduce harmful emis- 
sions” (Rattner). For proponents of the market, the best outcome results 
from market interactions. If externalities result in an inefficient outcome, 
then the preferred solution is to internalize the externalities. This typically 
means assessing a tax that will force firms (or individuals) to pay for all of 
the resources they are using in production so that the private costs include 
the social costs. This type of tax is usually called a Pigouvian tax, after 
economist Arthur Pigou.” 

In 2018, over 3000 economists, including all 4 (living) former chairs of 
the Federal Reserve Board, 15 former chairs of the Council of Economic 
Advisers, and 27 Nobel Laureates, endorsed a carbon tax as the best way 
to deal with climate change.® It is noteworthy that among the Federal 
Reserve chairs and former chairs of the Council of Economic Advisors, 
half were appointed by Republican presidents and half by Democratic 
presidents. It is significant to find so much agreement on this policy in a 
profession that is notorious for rarely being on the same page. “A carbon 
tax offers the most cost-effective lever to reduce carbon emissions at the 
scale and speed that is necessary. By correcting a well-known market fail- 
ure, a carbon tax will send a powerful price signal that harnesses the 
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invisible hand of the marketplace to steer economic actors towards a low- 
carbon future.”? 

The statement recommends increasing the tax until emissions goals are 
met and argues that this system will be superior in many ways to govern- 
ment regulation. Raising the price of these fuels would create an incentive 
for industry to find cheaper alternatives (Rattner), which is precisely one 
of the functions of price in a market—it directs resources to the lowest cost 
alternatives. Results from a 2018 poll conducted by the Energy Policy 
Institute at the University of Chicago and the AP-NORC Center indicate 
that of those who believe climate change is real, 47% support a tax on 
carbon-based fuels. And 57% of them are willing to pay a $1 monthly fee; 
23% are willing to pay a monthly fee of $40 (AP). 

The statement also addresses the possible issue of American firms’ com- 
petitiveness abroad.!° Perhaps its most creative contribution is its proposal 
for what to do with the revenues that are collected. Typically, tax revenue 
is used to support government programs. Some tax revenue is targeted for 
particular projects; other revenues are general funds. Their proposal rec- 
ommends returning the revenue directly to American families via a lump 
sum payment in order to “maximize the fairness and political viability of a 
rising carbon tax.”'! This proposal is similar to a law recently enacted 
in Canada. 

In 2018, Canada passed the Greenhouse Gas Pollution Pricing Act, 
which imposed a $20 per ton tax on emissions in 2019, gradually increas- 
ing until it reaches $50 per ton in 2022. Revenues from the tax will be 
returned to the provinces, which will distribute all but 10% to their resi- 
dents. The tax not only is designed to be revenue neutral but is also 
expected to compensate Canadians for about 70% of the expected increase 
in energy costs (Nuccitelli). 

In addition to discouraging or penalizing actions with a tax, the gov- 
ernment can also encourage behavior with a subsidy, which is the opposite 
of a tax. It is a financial reward for taking a particular action. In order to 
encourage more people to buy electric automobiles, the U.S. government 
offered a tax credit to buyers, effectively lowering the purchase price of the 
vehicle.'? Beginning in 2010, consumers who purchased a hybrid or all- 
electric vehicle were eligible for a tax credit of up to $7500. The amount 
will be reduced through 2020.'% 

An alternative to tax is for the government to require or prohibit some 
sort of action. Individuals have no choice; if they fail to comply, they face 
a penalty. As an example, in 2012 President Obama announced that all 
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cars and light trucks produced in the United States would be required to 
achieve a fuel economy of 54.5 MPG by model year 2025. The regulation 
was implemented to achieve numerous goals, including reduced depen- 
dence on foreign oil, reduced carbon emissions, and addressing climate 
change. Major automakers endorsed the standards which were expected to 
“cut greenhouse gas emissions from cars and light trucks in half by 2025, 
reducing emissions by 6 billion metric tons over the life of the program— 
more than the total amount of carbon dioxide emitted by the United 
States in 2010” (The White House). Despite the expected higher cost of 
the vehicles, consumers are expected to save money in the long run 
because of lower fuel costs. Six years later, under President Trump, those 
standards were rolled back to 37 (Cama and Green). 


Cap and Trade 


Cap and trade can be considered a blend of government regulation and a 
market solution. Under this system, the government issues licenses that 
allow a certain amount of pollutants that can be emitted. Firms are then 
permitted to trade those permits among themselves. A market emerges, 
establishing a price for the permits. In this case, the total amount of emis- 
sions is set, but it doesn’t matter (to the government) where they are com- 
ing from. The result is a decrease in pollution at minimum cost. 

For example, suppose that it will cost Firm A $200 to reduce emissions 
and Firm B $500, because it has older technology. Firm B could purchase 
a permit to pollute from Firm A for $300. Firm A gives up its permission 
to pollute in exchange for $300. Because it costs Firm A $200 to curb 
emissions, Firm A is better off by $100. Firm B has paid $300 for the right 
to pollute, saving $200 from the cost of polluting. Both firms are better 
off, which is expected in voluntary market exchange, and there are fewer 
pollutants released into the air. 

The 1990 amendment to the Clean Air Act of 1970 established this 
type of system for sulfur dioxide, a pollutant in acid rain (McCarthy and 
Copeland, p. 10). The program was an overwhelming success. From 1990 
to 2018, the national average of sulfur dioxide emissions declined by 89%."* 


The State of the Climate 


In 2018, two influential studies about climate change were released. The 
United Nation’s Intergovernmental Panel on Climate Change (IPPC) 
studies the impact of global warming under the assumption of a 1.5 °C 
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increase in temperature and greenhouse gas emissions. The report empha- 
sized that global warming is caused by human activities and that oceans, 
wildlife, and agriculture are among the areas that will be affected if drastic 
steps are not taken soon to address climate change (International Panel on 
Climate Change, IPPC). The report recommends a carbon tax to reduce 
emissions (Davenport and Pierre-Louis). 

Shortly after the U.N. report was released, Yale economist William 
D. Nordhaus was awarded the 2018 Nobel Memorial Prize in Economic 
Sciences in recognition of his decades of work on the economics of climate 
change.’* He created a quantitative model “that describes the global inter- 
play between the economy and the climate. His model integrates theories 
and empirical results from physics, chemistry and economics. Nordhaus’ 
model is now widely spread and is used to simulate how the economy and 
the climate co-evolve. It is used to examine the consequences of climate 
policy interventions, for example carbon taxes” (Nobel Prize). “‘There is 
basically no alternative to the market solution,’ Professor Nordhaus said” 
(Appelbaum). 

The Global Change Research Act of 1990 mandates that the U.S. Global 
Change Research Program (USGCRP) delivers a report to Congress and 
the President at last every four years (Fourth National Climate Assessment, 
NCA4) that analyzes the effects of global change on “the natural environ- 
ment, agriculture, energy production and use, land and water resources, 
transportation, human health and welfare, human social systems, and bio- 
logical diversity” and predicts trends for up to 100 years (NCA4). In 
November 2018, the Fourth National Climate assessment was released.'° 

The report stresses in the strongest possible terms that climate change 
is a threat to “human health and safety, quality of life, and the rate of eco- 
nomic growth” (NCA4). The report addresses environmental issues in 12 
areas, including oceans, water, forests, agriculture, and transportation. 
Regarding economic effects, it states, “Without substantial and sustained 
global mitigation and regional adaptation efforts, climate change is 
expected to cause growing losses to American infrastructure and property 
and impede the rate of economic growth over this century” (NCA4). It 
predicts losses of hundreds of billions of dollars by the end of the century 
if emissions continue to grow. And even though there have been some 
improvements since the last report in 2014, “more immediate and sub- 
stantial global greenhouse gas emissions reductions, as well as regional 
adaptation efforts, would be needed to avoid the most severe conse- 
quences in the long term” (NCA4). 
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JEWISH SOCIAL JUSTICE 


Introduction: Stewardship and Care for the Earth 


In 1967, Lynn White published an influential article in Science that basi- 
cally attributed environmental problems to religion (White). This claim 
was widely disputed by scholars of religion for its narrow interpretation of 
the so-called Dominion Mandate, based on Genesis 1: 26-28. “They 
(man) shall rule ... the whole earth ... fill the earth and master it.” 

The Jewish teachings on climate emphasize stewardship because the 
earth does not belong to people; it belongs to God. “For the land is mine” 
(Leviticus, 25:23). “That you may know that the earth is the Lord’s” 
(Exodus 9:29). There is an understanding that people have an obligation 
to take care of the earth and to avoid destroying it. This interpretation 
comes from two sources. “Everything I have created; I have created for 
you. Be mindful that you do not ruin and devastate my world ...” (Kohelet 
Rabbah 7:13) (Waskow, p. 93). Adam is placed in Eden “to work and 
protect it” (Genesis 2:15). 

The critical biblical concept to which most environmental laws and 
regulations are traced is Bal Tashchit, translated as “you shall not wantonly 
destroy” (Helfand, p. 133). Wasting natural resources is forbidden (Lamm, 
p. 87). Most of the law concerning the environment derives from this 
biblical verse (Helfand, p. 133). “When in war against a city you have to 
besiege it a long time in order to capture it, you must not destroy its trees, 
wielding the ax against them. You may eat of them, but you must not cut 
them down” (Deuteronomy 20:19). 

If even the extreme situation of wartime is not sufficient reason to make 
an exception to Bal Tashchit, then “how much more so regarding day to 
day situations of personal comfort and economic profit and loss?” 
(Bernstein, p. 98). This verse has been interpreted to include other natural 
resources; “in our day, the inefficient use of fuel would be considered a 
transgression” (Tamari, p. 285). 


Externalities 


A recognition of the concept of negative externalities appears early and 
explicitly in Jewish texts. There is a very strong, consistent teaching, 
repeated in many sources, that the person causing damages is liable for 
their negative effects, regardless of whether or not they are caused 
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intentionally. These rules apply to both damages caused to an individual 
and damages affecting the wider community. It is less clear whether finan- 
cial compensation, as one might expect an economist to propose, is accept- 
able in any circumstances. “It is prohibited to introduce pollutants to 
public water sources” ( Tosefta Bava Metzia 11:31) or to allow one’s private 
septic system to leach into a neighbor's well ( Shulchan Arukh, Choshe Mishpat 
155:21) (Reisner, p. 19). 

This responsibility for damages is not limited to direct effects. “Even 
activities initiated on my property that spread and do damage elsewhere— 
a fire that gets out of control, an animal that gets away—are my complete 
responsibility” (Bernstein, 128). The biblical source of these rulings is 
found in Exodus. “When a man opens a pit, or digs a pit and does not 
cover it, and an ox or an ass falls into it, the one responsibility of the pit 
must pay restitution” (Exodus. 21:33). “When a fire is started and spreads 
to thorns, so that stacked, standing, or growing grain is consumed, he 
who started the fire must make restitution” (Exodus 22:5). 

These rulings clearly convey the concept of negative externalities—one 
person’s actions may have an effect on others—and that they are respon- 
sible for any damages that are caused (Dobb, p. 171). Rules prohibit keep- 
ing garbage, operating kilns, keeping carcasses or tanneries within city 
limits because of the negative effects on the air (Reisner, p 19). 

A rabbinic story, which seems as if it could be verbatim from current 
economic literature, illustrates the concept of externalities. “This is like 
people that were sitting on a boat. One of them took a drill and began to 
drill under his own place. His fellow travelers said to him, ‘What are you 
doing?’ He said, ‘What do you care—aren’t I drilling [only] under my 
own place?’ They said, “The water will rise and cover us al?” (Dobb, 
p. 171). 


Limits to the Market and Market Remedies 


There is broad consensus in Jewish teaching that people should not engage 
in practices that adversely affect others (and themselves as well). “Pollution 
must be prevented; once it settles in, it cannot be remedied by religious 
action or petition” (Frymer-Kensky, p. 68). There is a wider range of opin- 
ion and interpretation concerning whether monetary compensation is an 
acceptable solution. Tamari (p. 280) states that payment is never accept- 
able, even if the damaged party can be made better off financially. 
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It should not be surprising that concern for community is an important 
concept in Jewish teaching on the environment. As Tamari writes, “in this 
area of environmental welfare, this is a perpetual struggle between unbri- 
dled individual freedom to do with ... one’s property whatever one would 
like, and the common good” (p. 281). Damage to the public is considered 
to be akin to robbery (Bernstein, p. 129). Rabbinic texts stress that com- 
munal concerns—climate, public health, safety, among others—are more 
important than “‘private property rights’ or even ‘economic growth’ ... 
the Rabbis insisted that private gains cannot overshadow the public good” 
([emphasis mine] Dobb, p. 171). 

Behavior that has adverse environmental effects is prohibited. Unlike 
other prohibited activities, there are no penalties explicitly stated for for- 
bidden behavior. Typically, penalties are determined in a court (Cardin, 
p. 3). The absolute prohibition of such activities is an implicit recognition 
of limits to the market—some things should not be determined in the 
marketplace because they are based on non-economic values. The purpose 
of the law is prevention, and the purpose of being knowledgeable about 
the laws is to avoid the prescribed behavior. This is completely the oppo- 
site of cost-benefit decision making. 

For example, it is illegal to park in a handicapped parking space if you 
do not have a decal. Most would agree this is a good and moral rule. Most 
people obey it. But some might engage in cost-benefit analysis. Some will 
conclude the benefit (presumably a parking space closer to their destina- 
tion) is not worth the cost. Others will park there illegally knowing that 
they might face a fine of up to $200. The purpose of the fine, as an econo- 
mist would see it, is to provide a disincentive for those without a decal to 
park in a handicapped space. Because the parking space is essentially avail- 
able for a price (the fine), the market determines who will park there, not 
the regulator. 

The prohibition of these types of actions signals “the rabbis’ willingness 
to contain a certain amount of individual autonomy in the name of the 
greater good.” They recognized that there is a conflict between individual 
property rights and the common good (Tamari, p. 281). These teachings 
support the concept of government regulation over market remedies to 
environmental damage. In the case of health-related damages, the prohi- 
bition is absolute (Tamari, p. 294). 

This supports the case for government regulation, instead of market 
remediation, because there is a moral imperative not to pollute. “A man is 
not permitted to do damage on the assumption that he will be able to pay 
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for what he has caused, since it is forbidden to cause damage” (Mishneh 
Torah Hilkhot Nizkei Mamon Ch 5 halakha 1) (Tamari, p. 282).'7 

Even when the party who is damaged is willing to accept financial com- 
pensation, such transactions are prohibited in the case of pollution. The 
“law specifies that while some damages may be waived consensually, pol- 
lution damages may not be waived” (SA Chosen Mishpat 155:36). “[O Jne 
is not permitted to cause damage, planning to pay damage. Even to cause 
the damage is prohibited. /Hilkhot Nizkei Mamon 5:1]” (Reisner, p.20). 

Despite what seems to be strong and unambiguous statements regard- 
ing the prohibition of financial compensation for damages, there is an 
awareness that this type of transaction could be an option. It is as if we 
were reading an economics text about the Coase Theorem: 


the injured party sometimes has the option of accepting the presence of 
damages or environmental obstacles in return for payment. He is able to sell 
some of his rights, as it were, to the party causing the damage. The halakhah 
recognizes the possibility that it may be cheaper for the one causing the damage 
to pay damages than to involve himself in the cost of removing the obstacle alto- 
gether or operating his business in such a way as to reduce noise or pollution or 
other forms of damage [my emphasis]. The majority opinions in the rabbinic 
sources see the provision of monetary compensation as secondary, com- 
pared with the moral injunction of not causing the damages. (Tamari, p. 283) 


Recognizing that some activities cannot be avoided and do not have 
substitutes, the rabbis allow some exceptions to this prohibition, illustrat- 
ing the rabbis’ willingness to acknowledge the reality of every day eco- 
nomic life. Similarly, if an entire community’s financial well-being would 
suffer, the offending practice may continue (unless the damage is health- 
related) (Tamari, p. 296). Activities that are necessary to earn a living, 
even if they cause damage, are permitted (Tamari, p. 288). 


‘It [preventing damages to others] does not apply to the smoke created by 
the normal activity of a household. Were this to be the case, nobody would 
be able to build a house and make a fire beneath his food’ (T’shuvot 
HaRashba, part 2, section 65). ... there exists a concept of damage caused by 
the normal activities of people, without which it would not be possible to 
continue any kind of human activity. In such a case, the property rights of 
other individuals would have to be abrogated. (Tamari, p. 286) 
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Economists would object to this type of exception in favor of a market 
solution. When activities adversely affect others and are permitted to con- 
tinue, there is no incentive for the offending party to seek an alternative. 
If the activities are prohibited or if there is a price, then people will be 
forced to find an alternative, one that presumably causes less damage. 

Consider the case of automobiles. We could eliminate traffic deaths and 
pollution from cars by banning them. But if we did that, we would lose 
not only the costs of cars but also the benefits. By taxing gasoline or regu- 
lating fuel efficiency, we are providing an incentive (or mandating the 
behavior) to create more fuel-efficient vehicles. If we allowed an exception 
to driving a gas guzzler for people who need to drive to work, the damage 
would continue. 


Long-Run Effects 


As Paul Gorman (National Religious Partnership for the environment) 
said, “Global warming isn’t about carbon emissions; it’s about intergen- 
eration equity” (Bernstein, p. 137). Many Jewish texts admonish us to be 
aware of the long-term implications of environmental damages because 
some damage is irreparable and because each generation is responsible for 
the next. There is some damage that is irreparable. There is an emphasis 
that this generation is responsible for the next. Even where there are 
important short-run benefits, if there is long-term damage, the activity is 
prohibited (Bernstein, p. 94). 

“TH Jas been given to them for all generations, no generation is permit- 
ted to change it as it sees fit ... And each (generation) is required to bequeath 
it to future generations in the same state in which they received it” (Bernstein 
p. 137, emphasis mine). Jewish texts support this concept. “Choose life, 
so that you and your children may live” (Deuteronomy 10:19, emphasis 
mine). “If you ruin it, there is no one to come after you to put it right” 
(Kohelet Rabbah 7:13, Bernstein, p. 22). 

One of the most well-known stories illustrates this awareness of the 
responsibility for the long run. “One day Honi was walking down the 
road, and he sees a man planting a carob tree. Honi said to him: ‘Since the 
carob doesn’t bear fruit for 70 years, are you so sure that you’ll live 70 
years and eat from it?’ The man replied: ‘I found a world that was full of 
carob trees. Just like my ancestors planted for me, so I plant for my descen- 
dants’” (Dobb, p. 167). 
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CONCLUSION 


The economics of climate change is unambiguous. Environmental dam- 
age results from negative externalities, a situation where a person or firm 
does not incur the full cost of their actions, which have negative effects on 
others. As an example of market failure, externalities are a situation that 
calls for government intervention to achieve an efficient solution. 
Government may either regulate—create rules that individuals and firms 
must follow—or tax, which internalizes the externality, forcing the firm or 
individual to pay for all the costs of the activity. When costs increase, pro- 
duction of a good or service decreases, which is the desired result. 

While rarely in agreement as a profession, most economists favor the 
market solution of a tax, especially on carbon emissions. Recently over 
3000 economists signed a proposal endorsing this policy, and William 
D. Nordhaus was awarded the 2018 Nobel Prize in Economics for his 
decades of work on the topic. Recent reports released by the U.S. Global 
Change Research Program and the United Nations paint a dire picture of 
the future unless immediate and drastic steps are taken to curb emissions. 

In the Jewish tradition, the earth belongs to God, and people are 
required to care for it. Though the economic term is not used, there is an 
early and frequent recognition of the concept of externalities in Jewish 
texts. They state that when someone causes damage to someone else (or 
to society) they are responsible for the problem. Whenever possible, such 
behavior should be prevented, with an emphasis on the common good 
over private property. While the possibility of compensation for such 
behavior is considered, it is to be discouraged. 


APPENDIX: ADVOCACY 


Jewish organizations have been active in advocating for the environment. 
In 2015, The Shalom Center, under the leadership of Rabbi Arthur 
Waskow, issued a rabbinic letter on the climate crisis environment, inviting 
clergy and congregants to sign. The document invokes Jewish teaching 
and cites examples of urgent environmental concerns. 


So we call for a new sense of eco-social justice—a tikkun olam that includes 
tikkun tevel, the healing of our planet. We urge those who have been focus- 
ing on social justice to address the climate crisis, and those who have been 
focusing on the climate crisis to address social justice. 
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Though as rabbis we are drawing on the specific practices by which our 


Torah makes eco-social justice possible, we recognize that in all cultures and 
all spiritual traditions there are teachings about the need for setting time and 
space aside for celebration, restfulness, reflection.!* 


Both the Rabbinical Assembly of the Conservative movement and the 


Religious Action Center (RAC) of the Reform movement have been active 
in calling on their own congregations to institute sustainable practices in 
their synagogues (Halpert). 


“We cannot accept the escalating destruction of our environment and 
p g 


its effect on human health and livelihood. It is our sacred duty to alleviate 
environmental degradation and the human suffering it causes instead of 
despoiling our air, land, and water. In 2009, the Religious Action Center 


passed a resolution on climate change.” In 2017, the RAC passed the 


“Resolution on Addressing the Impacts of Climate Change.” 


. Encourage congregations to advocate from the local to federal levels 


of government to uphold or go beyond the commitments of the 
Paris Climate Agreement; 


. Encourage congregations to: 


a. Take steps to educate and prepare themselves and their neighbors 
for the impacts of sea level rise, wildfires, increased extreme 
weather events, drought, and other impacts of climate change; and 

b. Work with local organizations to provide relief to those affected 
by these events. 


. Continue to advocate for legislative, regulatory, and judicial action 


to protect all communities from the damaging impacts of cli- 
mate change; 


. Continue to advocate for the Canadian and U.S. governments to 


uphold our international responsibilities to decrease the human 
impacts of climate change; and 


. Encourage congregations to work with interfaith and other partners 


within their communities to advocate for and work to implement 
climate change solutions.”° 


The Coalition on the Environment and Jewish Life (COEJL) was 


established in 1992. Its 29 participants engage in both advocacy and edu- 
cation. According to its mission statement, 
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“The Coalition on the Environment and Jewish Life engages Jewish institu- 
tions and individuals in bringing the moral passion of Jewish tradition and 
social action to environmental stewardship in order to preserve the integrity 
of creation, advance social justice, protect future generations, and strengthen 
the Jewish community.” (http://www.coejl.net/about.html) 


NOTES 
1. See Chap. 2, pp. 25-26. 
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2. There are also positive externalities when an individual’s decision has a 
positive effect on others that the individual does not take into account. 
Getting vaccinated is a good example. A vaccination protects me from get- 
ting sick, and if I am not sick, then I cannot pass the illness to someone 


else. Because the economic analysis of environmental policy is based 


on 


negative externalities, I will not include further discussion of positive exter- 


nalities here. 
3. See Baumol and Blinder, Chapter 16, for a more extensive discussion. 
. See Baumol and Blinder, p. 305, for a more detailed discussion. 


or e 


coase/facts/. 
6. See Baumol and Blinder, p. 308, for a full explanation. 


. https://www.nobelprize.org/prizes/economic-sciences/1991/ 


7. Pigou wrote in the early twentieth century, before the Nobel Prize was 


established. 


8. For the complete (very brief) five-point statement, see “Economists’ 


Statement” at https://www.clcouncil.org/economists-statement/. 
9. https://www.clcouncil.org/economists-statement/. 
10. https://www.clcouncil.org/economists-statement/. 
11. https://www.clcouncil.org/economists-statement/. 


12. https://www.energy.gov/cere /electricvehicles /electric-vehicles-tax-credits- 


and-other-incentives 
13. https://www.fueleconomy.gov/feg/taxevb.shtml. 


14. Enacted in 1990, the cap and trade program went into effect in 1994. 


https://www.epa.gov /air-trends /sulfur-dioxide-trends. 


15. The Nobel Prize in Economics is different from other Nobel Prizes. It was 
established in 1968 by the Sveriges Riksbank (Sweden’s central bank) and 
is technically called the Prize in Economic Sciences in Memory of Alfred 
Nobel, founder of the Nobel Prize. https: //www.nobelprize.org/prizes/ 


economic-sciences/. 


16. See https://nca2018.globalchange.gov/chapter/front-matter-about/ for 


the full text of the mandate. 
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17. Tamari (p. 282) points out that the rabbis recognized what is essentially 
the outcome of the Coase Theorem but that the moral imperative of avoid- 
ing the proscribed behavior takes precedence. 

18. See https://theshalomcenter.org/civicrm/petition/sign?sid=17 for the 
complete text of the document, “A Rabbinic Letter.” 

19. https: //rac.org/position-reform-movement-environment. 

20. https://urj.org/what-we-believe /resolutions/resolution-addressing-impacts- 
climate-change. 
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CHAPTER 6 


Usury 


Abstract This chapter begins with a brief analysis of the determination of 
interest rates, followed by a discussion of usury from a historical perspec- 
tive. An analysis of the Jewish teaching on usury—no interest is permitted 
on loans between Jews—follows, along with the problems this poses and 
the solutions the rabbis developed. This chapter concludes with an evalu- 
ation of payday loans, loans for small amounts of money for a short period 
of time: should they be prohibited, should there be a ceiling on the inter- 
est rate that is charged, are people better off with or without them? 


Keywords Payday loans ° Usury © Interest rates 


INTRODUCTION 


Ifyou lend money to my people, to the poor among you, do not act toward them 
as a creditor; exact no interest from them. (Exodus 22:24) 


Neither a borrower nor a lender be. (Hamlet, Act I, Scene 3) 


How could the U.S. economy function at all without interest-bearing 
loans? Few people in the United States could imagine life without borrow- 
ing money, with the expectation of paying interest. Most people use credit 
cards; most homeowners have a mortgage; most college students take out 
loans; and many people borrow to purchase a car. 
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Today, American society not only accepts credit as a way of life, we embrace 
it. The average American has $15,000 in credit card debt, $33,000 in stu- 
dent loan debt, and $156,000 in mortgage debt. Not only do the majority 
of the American public borrow their way up the income ladder, but federal 
mortgage and student loan markets and loose credit policies led to the cre- 
ation of the American middle class. (Baradaran, p. 110) 


The first section of this chapter will be a brief economic analysis of the 
rationale for charging interest on loans. Next section will be a review of 
Jewish social teaching on lending, including “hetter iska” and Hebrew 
Free Loan Societies (HFLSs). The last section will be an analysis of pay- 
day loans. 


ECONOMIC ANALYSIS 


The cheap money which cannot be obtained is of little usefulness. (Bowsher, p. 23) 


Historically, interest was not charged for borrowing money. Either peo- 
ple considered money not productive—“barren”—so it made no sense for 
money to have a price (Hamilton), or lending at interest was considered 
“evil,” so it was morally wrong to charge interest. 

This attitude was strengthened in the Middle Ages by the Christians, 
whose attitude was “that money was evil ... that to make money out of 
money by charging interest on a loan was the sin of usury” (Tuchman, 
p. 37). This was similar to biblical teachings that prohibited charging any 
interest at all (see Jewish Teaching on Usury and Interest). To get around 
the dilemma of needing to charge interest but being prohibited from 
doing so, “for practical purposes, usury was considered to be not the 
charging of interest per se but charging at a higher rate than was decent” 
(Tuchman, p. 38). Ultimately, that became the usual understanding 
of usury. 

But in fact, money is productive, and it makes sense for money to have 
a price, a charge /fee for its use. In particular, there should be a price for a 
loan because the lender incurs a cost in so doing. Generally, economists 
consider three parts to that cost. First is the opportunity cost, which is the 
option lost by making the loan. For example, if I lend you $1000, I can no 
longer put that in a savings or a money market fund, where I would earn 
interest. In order for me to break even on the loan to you, at the very least 
I should be compensated by the amount I could have earned if I had kept 
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that money. I should charge interest that would pay me whatever I would 
have earned had I put that $1000 in savings. 

A second component of the cost of lending is inflation. If I lend you 
$1000, and you pay me back $1000 in a year after an inflation rate of 10%, 
then you are paying me back with “cheaper” dollars; in effect, I would 
have lost $100 because of the decrease in purchasing power over the year. 
Lastly, loans are risky (especially unsecured ones). Risk is harder to calcu- 
late than the other cost factors. There is always a chance that the loan will 
not be repaid, something that should be incorporated into the price of the 
loan to account for the possibility. If there is no interest charged on a loan, 
then the lender is actually subsidizing the borrower. 

The critical question is what interest rate is low enough that people can 
afford it and high enough that banks (or other institutions) would be will- 
ing to make the loan. The theoretical economic analysis of anti-usury laws, 
which impose price ceilings, is similar to the effect of anti-price gouging 
and rent control laws.! They lower price below the market equilibrium 
level; suppliers will offer fewer loans, and consumers will demand more 
loans than they would at the market equilibrium price. Controls on inter- 
est rates benefit anyone who can obtain a loan at a lower interest rate and 
hurt anyone who was willing to pay a higher interest rate but cannot 
obtain a loan because the usury regulations have driven suppliers away. Is 
that person better off with no loans at a lower interest rate? 

As is true in any completive market, the price serves a rationing func- 
tion (Bowsher, p. 18), directing the product to consumers who value it 
and, at the same time, reflecting the cost of supplying them. Interest is the 
price of money. In a competitive market, price is determined by supply and 
demand. It does not reflect fairness, nor does it consider whether someone 
deserves the good or service at a certain price. It reflects efficiency. 
Interference with the market, even if it is well-intended, distorts incentives 
and sends inaccurate messages about cost and value. This is the principal, 
conceptual, reason that economists oppose restrictions on interest rates. 

One of the first arguments against anti-usury laws came from Jeremy 
Bentham in 1787. He wrote “that no man of ripe years and of sound 
mind, acting freely, and with his eyes open, ought to be hindered, with a 
view to his advantage, from making such bargain, in the way of obtaining 
money, as he thinks fit: nor, (what is a necessary consequence) anybody 
hindered from supplying him, upon any terms he thinks proper to accede 
to” (Bentham). A contemporary editor to the letter adds that Bentham 
emphasized “the ability of individuals to be the best judges of their own 
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particular circumstances, and their right to use their own best methods for 
the pursuit of happiness” (Bentham). In a more recent essay, Milton 
Friedman wrote, “I know of no economist of any standing from that time 
to this who has favored a legal limit on the rate of interest that borrowers 
could pay or lenders receive—though there must have been some. I know 
of no country that does limit by law the rates of interest—and I doubt 
there are any” (Friedman).? 

Ina study of the effects of the imposition ofa rate ceiling in Washington, 
Roger Miller found that those who were most at risk financially were most 
likely mot to be approved for loans. “['T]he people with the weakest credit 
worthiness, like welfare mothers, students, the elderly, and people with 
records of unstable employment, who were denied credit. On the other 
hand, those with the most wealth, the best jobs, and the highest probabil- 
ity of repaying the loans, were the ones who benefited from the reduced 
rate” (Bowsher, p. 18). 

It is not surprising that bankers oppose price restrictions on interest 
rates. What might be surprising is the rationale that one banker presents. 
“Lenders have argued that keeping interest rates low, if it dries up all 
loans, is no favor to the consumer. Usury ceilings are not protection for 
consumers,” said Bosies (Bill Bosies of the American Bankers Association). 
“When rates are at ceilings, what tends to happen is that loans dry up, and 
consumers don’t get the money” (Hamilton). While it is somewhat disin- 
genuous to cite bankers’ views to support pro-consumer policies, in the 
case of the probable effects of limiting the level of interest rates, Mr. Bosies 
is most likely correct (even if bankers are also hurt by such limits). 

Some have offered economic arguments in defense of anti-usury laws. 
Though the analysis may be valid, the policy prescription is not. Markets 
function efficiently under certain assumptions. Among them is that the 
parties have equal access to accurate information and that there is not 
disproportionate market power. Some have argued that borrowers, espe- 
cially those without access to conventional sources, may be “concerned 
only with obtaining credit and do not even know what rate of interest they 
are paying” (Bowsher, p. 17). There is rarely evidence offered for this 
assertion, which appears to be based on the (assumed) demographic char- 
acteristics of the borrowers. See page 99 for data about the demographics 
of payday borrowers. And while it may have been more likely decades ago, 
today it is much easier for anyone to obtain information. Similarly, those 
supporting anti-usury laws argue that lenders have market power that 
enables them to control the market to the detriment of consumers. If true, 
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either (or both) of these situations constitutes market failure, a situation 
where markets do not function efficiently and call for some sort of govern- 
ment intervention. 

Even if one accepts the market failure argument, imposing a ceiling on 
interest rates is not the best solution. If consumers are uninformed and 
naive, then instead of distorting the market, it makes more sense to pro- 
vide resources to educate and assist these consumers. If banks and other 
sources of loans have disproportionate market power that enables them to 
“take advantage” of consumers, then take steps to curb that market power 
through antitrust laws or regulatory power over the lending institutions. 
Lowering interest rates does not address either of these sources of market 
failure directly and creates unnecessary inefficiencies. 


JEWISH TEACHING ON Usury AND LENDING 


You shall not deduct interest from loans to your countrymen, whether in money 
or food or anything else that can be deducted as interest; but you may deduct 
interest from loans to foreigners. Do not deduct interest from loans to your 
countrymen, so that the Lord your God may bless you in all your undertakings 
in the land that you are about to enter and possess. (Deuteronomy 23:20-21) 


Banks that charge interest are not usually condemned for doing so, and 
people who borrow for a home, a college education, or a car are not con- 
sidered irresponsible. These types of exchanges could not be imagined in 
biblical times, when charging interest was prohibited. 

The biblical prohibition against usury is more complex than it might 
seem at first. In contemporary times, “usury” is understood to mean 
charging interest at exorbitant rates. In the biblical texts, charging any 
interest at all is prohibited; there is no distinction made between a “rea- 
sonable and fair” interest rate and one that is exorbitant. Further, the 
biblical prohibition against charging interest applied only to loans between 
Jews. Charging interest to non-Jews was permitted. Understanding the 
rationale for the former informs the logic of the latter. What is not clear, 
however, is how any of this does apply or should be applied today. 

Both biblical passages and Talmudic commentary permit Jews to charge 
interest to non-Jews, which allow us to draw two conclusions. Charging 
interest was not deemed to be immoral or unjust conceptually. If there 
were something immoral about charging interest, then no one should or 
would be charged. “Money may be borrowed from gentiles on usury and 
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lent to them on usury, and the same applies with a resident alien” (Baba 
Metzia, 5:6). This suggests that the “Rabbis recognized that there was a 
sound economic base for interest charges ...” (Gordon, p. 118). While 
Jews were bound to the 613 commandments of the Bible, according to 
Jewish teaching, non-Jews were bound only to 7 commandments in the 
Noahide Covenant; all 7 refer to acts of immorality (murder, theft, adul- 
tery, etc.).? Usury is not among the prohibitions. 

“This exemption could not have been granted if usury was considered 
a form of robbery or a violation of some other aspect of justice” 
(Kirschenbaum, p. 281). Why, then, would there be a distinction between 
laws that apply to Jews and non-Jews? 

“This positive commandment to lend money to a fellow Jew is one of 
the examples in Judaism of chesed, an act of loving kindness” (Tamari, 
p. 170). Charging interest to a fellow Jew was an “undermining of the 
familial relationship” (Feldman, p. 241). “This explains why even reason- 
able rates of interest are forbidden. In a general context, they would not 
be predatory or immoral, but they are out of place among close family 
members” (Feldman, p. 242). Usury is one of the sins recited in the Al 
Het prayer on Yom Kippur. “And we have sinned against You by usury and 
extortion” (Greenberg and Levin, p. 519). There are even proscribed 
behaviors after the loan is made to preserve the borrower’s human dignity. 
“It is forbidden for a man to appear before, or even to pass by, his debtor 
at a time when he knows that the latter cannot pay. He may frighten him 
or shame him, even if he does not ask for repayment” (Baron, p. 198). 

As the prophet Ezekiel writes, charging interest is as severe an infrac- 
tion as adultery and theft. 


[I]fa man is righteous and does what is just and right ... If he has not defiled 
another man’s wife ... If he has not wronged anyone; if he has returned the 
debtor’s pledge to him and has taking nothing by robbery; if he has given 
bread to the hungry and clothed the naked; if he has not lent at advance 
interest or exacted accrued interest ... If he has followed My laws and kept 
My rules and acted honestly—he is righteous. Such a man shall live—declares 
the Lord God ... (If he) has defiled another man’s wife, has wronged the 
poor and the needy, has taken by robbery, has not returned a pledge ... has 
committed an abomination ... (if he) has lent at advance interest or exacted 
accrued interest—shall he live? He shall not live! If he has committed any of 
these abominations, he shall die; he has forfeited his life. (Ezekiel 18: 5-9, 
13, emphasis mine) 
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The prophet Nehemiah recounts a time when Jews did charge one 
another interest, an act of desperation, when faced with a dire economic 
situation. This behavior outraged him. His demands of the people and 
their response are recounted in Baradaran, who notes the significance of 
the people acknowledging that they were behaving unfairly (p. 4). 


When I heard their outcry and these charges, I was very angry. I pondered 
them in my mind and then accused the nobles and officials. I told them, 
‘You are charging your own people interest!’ ... ‘You are selling your own 
people ... What you are doing is not right ... let us stop charging interest! 
Give back to them immediately their fields, vineyards, olive groves and 
houses, and also the interest you are charging them—one percent of the 
money, grain, new wine and olive oil.’ “We will give it back,’ they said. ‘And 
we will not demand anything more from them. We will do as you say.’ 
(Nehemiah 5:1-13) 


Does this mean that people were subsidizing family members by not 
charging interest? There was no stock market, no interest-bearing securi- 
ties, so they did not lose money that way. The loss of liquidity was not 
viewed as a valid reason to charge interest to fellow Jews. Rabban Gamliel 
is cited as rejecting the view that loss of liquidity itself represents a cost 
which warrants a legitimate return by way of interest (Baba Metzia 5:10) 
(Gordon, p. 118). 

Why is there no distinction between needy and prosperous Jews? In 
biblical times, the economy was predominantly agrarian. Loans were pri- 
marily personal, not for investment, but to provide for one’s family. “A 
farmer’s crop failed and as a result he was force to resort to a loan in order 
to purchase seed for planting the next year’s crop. A person became tem- 
porarily incapacitated and was reduced to seeking a loan to put bread on 
the table” (Bleich, pp. 200-201). The reason someone needed a loan was 
to survive, not to enrich himself. In this context, a prosperous person 
would never need a loan. 

Why a loan? Why not an outright gift? Jewish law is absolutely clear 
about its preference for loans over almsgiving. According to the Talmud, 
“He who lends [money] is greater than he who performs charity and he 
who puts in capital for partnership is greater than all” (Sabbath 63a) 
(Tenenbaum, p. 31). A loan is a greater act of chesed, loving kindness, than 
a gift, “for many people are humiliated at the thought of accepting a gift 
but not at accepting a loan” (Kirschenbaum, p. 289). Maimonides ruled 
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that the interest-free loan is the highest form of charity, being an expres- 
sion of the biblical commandment “Thou shalt give him [the needy] sup- 
port” (Leviticus 25:35) (Tamari, p. 170).* 

Over the centuries, Jews moved from living in a mostly agrarian society 
to one with more commerce. As Jews moved into cities in medieval times 
and were forbidden to own land, they turned to business, often becoming 
merchants. This created a dilemma, as the proscription of charging inter- 
est between Jews applied equally to personal and business loans. Without 
interest, who would offer a business loan? After all, a loan for business is 
not an act of chesed, loving kindness. 

A distinction had to be made between loans whose purpose was to help 
the needy and loans for business. The rabbis created a work around, etter 
iska, that preserves the law against charging interest and yet recognizes the 
need to charge interest for commercial needs (Kirschenbaum, p. 285, 
Bleich, pp. 197-198). 

Hetter iska is a legal device by which a partnership is created between 
the borrower and the creditor. Its legal purpose is “to facilitate the lending 
of capital for commercial purposes [without violating the prohibition 
against charging interest]” (Bleich, p. 206). It does so by creating “a part- 
nership arrangement as distinct from a debtor-creditor relationship” 
(Bleich, p. 198).° Hetter iska allowed Jews to charge and collect interest 
from fellow Jews without violating the law. 

Hebrew Free Loan Societies (HFLS) began in the nineteenth century 
when Jewish immigrants came to the United States in large numbers. 
They offered interest-free loans for a variety of purposes. They filled a 
particular need among small businesses, most of which had no access to 
commercial loans (Tenenbaum, Chap. 2).° There were numerous reports 
of loan sharking, or similar practices, at the beginning of the twentieth 
century. The New York Evening Post published a story about a clerk, who 
earned $2400 annually, who borrowed $400. Four years later, he had paid 
back more than $2000 and still owed $1700 (Tenenbaum, p. 44). 

Once commercial banks started making loans to small businesses and 
no longer made distinctions on the basis of religion, these free loan societ- 
ies moved toward making personal loans to people in need.” Though 
begun as organizations exclusively for Jews, they have expanded to include 
persons of all (or no) faiths, where the loan is based purely on need.’ 
There are literally no fees and no interest charged. 

Remarkably, the Hebrew Free Loan Society in New York boasts a 99% 
repayment rate. The application process includes having a guarantor 
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(which of course helps achieve that rate). The loan can be used for a vari- 
ety of purposes including education and vocational training, housing, 
health care, addiction recovery, and general expenses.’ 

During the January 2019 partial government shutdown, the 
Philadelphia Hebrew Free Loan Society received an anonymous donation 
of $500,000 that enabled it to make loans of $1250 to government work- 
ers who were not being paid. The loans were available to any affected 
government worker, regardless of religious affiliation, whose salary was 
under $65,000. No interest was charged, no cosigners were required. The 
loan was to be repaid within 90 days after receiving the first paycheck after 
the shutdown was over (Orso). 


PAYDAY LENDING 


Basically, payday loans are the Lays potato chips of finance. You cant have just 
one, and theyre terrible for you. (John Oliver, “Last Week Tonight,” August 
11, 2014)!° 


You don’t need to be a math genius to know that it’s a pretty bad deal if you’re 
borrowing $500 and you have to pay back $1,000 in interest. (President 
Obama, 2015)" 


Survey results show that almost 90 percent of (payday loan) users say that theyre 
either somewhat satisfied or very satisfied with the product afterwards. 
(Professor Robert DeYoung, University of Kansas)!” 


The biblical ideal of lending money without any interest has an impor- 
tant application to borrowing in the United States today. “It appears to 
address the widely condemned practice of usury, also known as predatory 
lending, where a lender exploits a borrower’s desperate need for assistance 
by lending at rates of interest that are excessive and often unfeasible” 
(Feldman, p. 239). This could be the definition of payday loans. 


What Is a Payday Loan? 


Payday loans are for small amounts of money for a short term. Customers 
are not typically destitute but rather low and middle income (LMI) 
(Caskey 2012, p. 682). The borrower needs to provide proof of a job and 
to have a bank account. People who are unemployed and/or “unbanked” 
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are not eligible. Unlike more traditional loans, little additional informa- 
tion is required. Advance America, a major payday lender, requires the 
following for an application for a payday loan in person: government 
issued ID, proof of income, personal check, Social Security Number, and 
a checking account.!? 


Demographics of Payday Loan Customers 


The “picture” of a typical payday loan customer depends on what lens is 
being used. They frequently have a worse credit history and are more 
likely to have a history of bankruptcy than the average American and 
therefore have fewer options for alternative sources of funds (Stegman 
2007, p. 173, Pew, pp. 8-10). 

“It is a common misperception that payday borrowers are un-banked, 
in fact it is the exact opposite, only those with bank accounts can get a 
payday loan. Beyond having bank accounts, approximately one-third of 
payday borrowers are homeowners and more than half have graduated or 
attended college” (Klein). 

Advance America describes its customers as middle income, educated, 
and working.’* They claim that the average customer has a higher income 
(about $55,000 vs. $50,000), is better educated (78% with a high school 
diploma vs. 65%), and is more likely to own their own home (94% vs. 85%) 
than the average of the general population.!° Stegman reports comparable 
numbers (Stegman 2007, p. 173). 

Some characterize payday loan customers as unsophisticated, unin- 
formed, and desperate (McLean). But others report that taking a payday 
loan is a deliberate and informed decision, the best choice among options. 
There is no credit check, a quick decision, and almost instantaneous access 
to the cash (Blair, p 6, Caskey 2005, p. 20). One study even found the 
customers are aware of the finance charge (Caskey 2012, p. 685). 
Customers also like the short term of the loan (Caskey 2012, p. 685). 
Given the data (see page 98) about the number of customers who are 
unable to repay the loan within the original two-week term, this is likely 
to be the main area of payday loans in which the customers are probably 
not making a truly informed choice. 
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ECONOMICS OF PAYDAY LOANS 


Several questions must be answered in order to determine whether the 
payday loan industry requires oversight or not. All participants in a market 
must be making free and informed decisions in order for the outcome to 
be considered efficient. If that is not the case, as some claim regarding 
payday loan customers, then most economists would advocate for some 
sort of government intervention. On the other hand, if payday loans are 
restricted or even outright banned, as is the case in several states, are the 
people who would have taken out the loans better off? The answer 
depends, in part, on the alternatives they have. Most turn to payday loans 
for lack of better options—they have no credit card or are maxed out; they 
do not have sufficient funds in a checking account and so would have to 
pay an NSF (non-sufficient funds) fee. Of course, the last resort is to 
forego whatever they were going to use the funds for (see Stegman, 
p. 170). 

The cost structure of the payday loan industry explains, in part, the 
high rates that are charged. With little to no information about the cus- 
tomer’s ability to repay the loan (by design), the risk of default is higher 
than for more conventional loans. Underwriting a small, short-term loan 
is not profitable (McClean). One study found that defaults were 20% of 
operating expenses for payday lenders and only 3% for more conventional 
loans (McClean). Because a payday loan is so much smaller than a conven- 
tional loan, fixed costs are higher relative to total costs than in conven- 
tional loans (Caskey 2005, p. 20). 

Many sources suggest that traditional banks are reluctant to enter the 
payday loan market for several reasons. They have concerns about their 
reputations, and they can make more money by charging fees on over- 
drafts and credits cards (Blair). 

For reasons that are still not clearly understood, the economic model 
that predicts that prices will fall as competition increases does not apply to 
the payday loan industry. “[T]here is little evidence that a proliferation of 
payday lenders produces this consumer-friendly competitive effect. Quite 
the contrary: While states with no interest-rate limits do have more com- 
petition—there are more stores—borrowers in those states ... pay the 
highest prices in the country, more than double those paid by residents of 
some other states” (Maclean). Another study found that payday lenders 
charge the maximum permitted, indicating there is no price competition 
among firms (Blair). This could be explained in two different ways. Either 
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the market is efficient, and the price is high because it has to cover costs in 
order for the firms to make a profit, or customers are so desperate they are 
insensitive to price increases (Blair). The industry claims it operates on a 
slim profit margin (Maclean) and that caps on interest rates and other 
regulations will put them out of business. Many states have either prohib- 
ited payday lenders or imposed caps so low that the companies cannot 
survive (Del Rio and Morrison).'° 


REALITY OF PAYDAY LOANS 


If most people actually paid off their loans in two weeks, there probably 
would not be so much controversy about them (Caskey 2012, p. 384). 
But numerous studies find this is not the case. While the loan is designed 
to be short term, often the borrower is unable to repay the loan on time, 
necessitating a second or even third or more loans. A 2012 Pew Report 
finds that “on average, a borrower takes out eight loans of $375 each per year 
and spends $520 on interest. ... The average borrower is indebted about 
five months of the year” (emphasis mine).!” 

Given that the stated payday loan period is two weeks, is the annual 
percentage rate (APR) a relevant number to consider? Data from Pew’? 
and the Consumer Financial Protection Bureau (CFPB)!’ suggest that 
there are enough payday customers who roll over their loans that, at the 
very least, the stated two-week interest rate is not the one that should be 
considered. 

Another misconception is that consumers use payday loans for unex- 
pected emergencies. Here again the data indicate otherwise. “Most bor- 
rowers use payday loans to cover ordinary living expenses over the course 
of months, not unexpected emergencies over the course of weeks” 
(emphasis mine).?° 

A 2007 survey in California found that “50.2 percent said that they 
mainly used it (payday loans) to buy groceries or other household goods” 
(Caskey 2012, p. 684). 

But the immediate need that consumers cite for needing a payday loan 
is really irrelevant—money is money. If someone needs to borrow money 
for a new car battery, that means they don’t have enough steady income to 
support themselves. As Caskey writes, “If, for example, someone incurs an 
unexpected medical expense and then doesn’t have enough money to buy 
groceries and takes out a loan, is the loan for the groceries or the medical 
expense?” (Caskey 2012, p. 684). A recent report from the Federal 
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Reserve found that “four in 10 adults, if faced with an unexpected expense 
of $400, would either not be able to cover it or would cover it by selling 
something or borrowing money” (Smialek). 

The Pew Report indicates that without adequate cash for an expense 
and without a payday loan, “81 percent of borrowers say they would cut 
back on expenses. Many also would delay paying some bills, rely on friends 
and family, or sell personal possessions.”?! 


A BRIEF History OF LENDING 


In the early 1900s, before credit was easily available to consumers, an ille- 
gal version of what we today call payday lenders emerged. Interest rates 
were exorbitant. In response, the Uniform Small Loan Law was passed in 
1916. Among other things, it put a 3.5% cap on small loans (Pew 2012). 
Many states followed suit. 

Consumer loans became more accessible in the mid-twentieth century. 
Deregulation and court decisions allowed banks to disregard state laws 
legally.” In the 1980s, many states eliminated or raised the caps on inter- 
est rates significantly (Baradaran, p. 109). At about the same time, banks 
stopped making small, unsecured loans because they could earn more by 
charging fees. Customers turned to payday lenders, where their credit his- 
tory did not matter (Stegman, p. 171). 

The number of payday lenders increased dramatically in the 1990s. As 
of 2008, there were more payday lenders in the United States than 
Starbucks and McDonald’s combined (McLean). Today, there are about 
14,300 payday loan storefronts in the United States (Cowley). 


Regulations 


Many states have set a cap of 36% for the APR for payday loans.” But 
more than half of the states have much less restrictive regulations. In those 
states, the APR on a “typical” $300 payday loan ranges from 154% 
(Oregon) to 677% (Ohio).”* In February 2019, Ohio’s governor signed a 
new law that went into effect in October (2019), that caps the state’s APR 
for payday loans at 60% (Hancock). References to payday loans have 
appeared in popular culture. In Hope Never Dies: An Obama Biden Mystery, 
Vice-President Biden makes the following reference to them when he 
describes a rundown Wilmington Delaware neighborhood: “These days, 
pawn stores were being replaced by check-cashing joints and payday-loan 
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emporiums that had no qualms about taking advantage of the struggling 
American consumer during times of hardship” (Shaffer, p. 202). 

In October 2017, after several years of study, the Consumer Financial 
Protection Bureau (CFPB) issued new regulations concerning payday 
loans that required lenders to determine whether the customer could 
repay the loan without extending it. “Lenders are required to determine 
whether the borrower can pay the loan payments and still meet basic living 
expenses and major financial obligations both during the loan and for 30 
days after the highest payment on the loan.””° Making a loan without such 
consideration is considered an “unfair business practice.”*° 

Richard Cordray, the then-CFPB director, hailed the new regulations 
as “(bringing) needed reform to a market where far too often lenders have 
succeeded by setting up borrowers to fail,” during a call with reporters to 
discuss the rule (Cowley). Not surprisingly, the industry saw things 
differently. 

The new restrictions “will create credit deserts for many Americans 
who do not have access to traditional banking,” said Edward D’Alessio, 
the executive director of Financial Service Centers of America, an industry 
trade group. Mr. D’Alessio said his group was “exploring every possible 
avenue” to abolish the rules (Cowley). 

In February 2019, the new director of the CFPB proposed eliminating 
practically all of the requirements, stating that there was “insufficient evi- 
dence and legal support” for the provision (Cowley). A few days after that 
announcement, The New York Times published an editorial with the head- 
line “Trump’s Payback for Payday Lenders—The new head of the 
Consumer Financial Protection Bureau is seeking to gut rules that protect 
Americans from a predatory measure” (The New York Times, February 
12, 2019). 


PAYDAY LOANS AND THE MILITARY 


There was much evidence that active military personnel took out payday 
loans much more frequently than the general population.?” Explanations 
include their youth, regular paycheck, and highly concentrated residences 
on military bases (Tanik, p. 2). As a result, the Military Lending Act 
(MLA) was passed in 2006. Among other provisions, it set a 36% (APR) 
maximum rate on payday loans to all military personnel (Federal Register, 
p. 50580). Service members ranked financial concerns as even more stress- 
ful than deployments (Federal Register, p. 50580). Congress was moti- 
vated in part by the impact of such debt on military readiness (Federal 
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Register, p. 50581), especially while deployed overseas (Pascual). In 
August 2018, the Trump administration proposed relaxing some of the 
oversight of payday lenders to the military that the MLA required 
(Thrush). 


CONCLUSION 


Our modern economy could not function without interest-bearing loans. 
There is a clear understanding that there is a cost to making a loan and 
that it is unreasonable to expect that a lender would make a loan without 
charging interest to the borrower. Institutions that make these loans are 
not regarded with contempt but rather as providing opportunities to 
advance economically, for example, by purchasing a home or going to col- 
lege. Jewish tradition is perfectly clear—an interest-free loan is the best 
way to help some in need. The distinction between Jews and non-Jews is 
certainly not appropriate (and not even legal) today. There are numerous 
instances of Hebrew Free Loan Societies helping people of all or no faiths. 

Are people better off with or without payday loans, what Caskey (2012) 
calls “the big question”? Some research (see especially Blair) indicates that 
banks and credit unions would be a better way to offer payday loans, but 
there are many reasons that is unlikely to happen.’ 

But there is a “bigger question.” Why are these the only options avail- 
able? Though economic research is inconclusive regarding whether people 
are better off with or without payday loans, that analysis is within the 
context of current alternatives—take out a payday loan and pay exorbitant 
(and what does that mean anyway?) interest rates, work overtime, risk a 
late fee on a bill, or do without. But the analysis would be different, if, for 
example, the United States had universal health care. Then an unexpected 
medical expense would not have the same financial consequences as it 
might now. If there were mandatory paid family leave, then a birth or ill- 
ness would not affect earnings. If the federal minimum wage were higher, 
then workers would have a higher income.” Any policy for payday loans 
should be considered in the context of broader, structural economic reform. 


NOTES 


— 


. See Chap. 1 for a more extensive analysis of price ceilings. 

2. This is an excellent example of the disconnect between economists and 
politicians to explain why politicians do not follow advice from economists 
in making policy. See Blinder for a discussion. 
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21. 


22. 


23. 


24. 


25. 


N. R. FOX 


. For more details about the Noahide Covenant, go to https://www.bc. 


edu/content/dam/files/research_sites /cjl/texts/cjrelations/resources/ 
sourcebook/Noahide_covenant.htm. 


. See also Julie Salamon for how Maimonides’ eight degrees of charity relates 


to contemporary charitable giving. 


. For more detail about hetter iska, an example of what is called ha’aramah, 


see Bleich. Much of his explanation is quite technical. 


. https://www.myjewishlearning.com /article/modern-tzedakah/. 

. https://www.myjewishlearning.com /article/modern-tzedakah/. 

. https://hfls.org/impact/. 

. https://hfls.org/impact/. 

. https://www.youtube.com/watch?v=PDylgzybWAw. 

. Dubner, http://freakonomics.com/podcast/payday-loans/. 

. Dubner, http://freakonomics.com/podcast/payday-loans/. 

. https://www.advanceamerica.net/loans /details /payday-loan#overview. 

. https://www.advanceamerica.net/loans /details /payday-loan#overview. 

. https://www.advanceamerica.net/news/consumer-issues/ 


advance-americas-customer-demographics. 


. See — http://www.ncsl.org/research/financial-services-and-commerce/ 


payday-lending-state-statutes.aspx for regulations by state. 


. http://www.pewtrusts.org/~/media/legacy/uploadedfiles/pcs_ 


assets /2012 /pewpaydaylendingreportpdf.pdf, p. 9 


. http://www.pewtrusts.org/~/media/legacy/uploadedfiles/pcs_ 


assets /2012 /pewpaydaylendingreportpdf.pdf. 


. https://files.consumerfinance.gov/f/documents/Rulemaking Payday_ 


Vehicle_Title_Certain_High-Cost_Installment_Loans.pdf. 


. http://www.pewtrusts.org/~/media/legacy/uploadedfiles/pcs_ 


assets /2012 /pewpaydaylendingreportpdf.pdf, emphasis mine, p. 12. 
http://www.pewtrusts.org/~/media/legacy/uploadedfiles/pcs_ 
assets /2012 /pewpaydaylendingreportpdf.pdf), p. 16). 

In a unanimous decision in the landmark case Marquette National Bank of 
Minneapolis v First of Omaha service Corp. Et al., the Supreme Court 
decided that the higher of two interest rates could be applied when a 
customer lived in a different start from the state in which the credit card 
was issued (https://h2o0.law.harvard.edu/cases/4590). 

Center for Responsible Lending, https://www.responsiblelending.org/ 
research-publication/map-us-payday-interest-rates. 
https://www.cleveland.com/open/2018/07/gov_john_kaisch_signs 
payday_l.html. 
https://files.consumerfinance.gov/f/documents/201710_cfpb_fact- 
sheet_payday-loans.pdf. 
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26. https://s3.amazonaws.com/files.consumerfinance.gov/f/docu- 
ments/201710_cfpb_final-rule_payday-loans-rule.pdf. 

27. Tanik (p. 1) reports that military personnel are three times as likely as civil- 
ians to take out a payday loan. In the early 2000s, Pascual finds that 44% of 
active duty military took out a payday loan, compared with 10% of all 
consumers. 

28. One of the main obstacles is the banks themselves, as they are skeptical of 
the success and have concerns about their reputations (see Blair, p. 10). 

29. See Chap. 3 for a fuller discussion of raising the minimum wage. 
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CHAPTER 7 


Conclusion 


Abstract This chapter brings the concepts together, highlighting the dif- 
ferences in approaches, and concludes that there is a place for both market 
economics and Jewish social justice. Rebecca Blank, Provost at the 
University of Wisconsin, writes, “I am an economist and a Christian. As an 
economist, I believe in markets ... the key question is not ‘should there be 
a market?’ (and implies the answer is certainly yes) but ‘what are the limits 
to markets as an organizing structure for economics life?” (Blank, pp. 
12-13). She concludes, “there are times when other-interest is more 
important than self-interest, when we as a society need to respond more 
effectively to the human pain caused by market outcomes, and when ‘free- 
dom to choose’ must give way to other values” (Blank, p. 54). 


Keywords Market economics ¢ Jewish social values ¢ Values 


Market economics and Jewish social thought offer different ways to ana- 
lyze contemporary public policy issues. Market economics places an 
emphasis on achieving efficiency, assuming that individuals respond to 
incentives. Wants, not needs, are satisfied in a market system. Only prefer- 
ences that are backed by the income to pay for them count, leaving some 
people wealthy and others sleeping on the street. This system results, 
under certain conditions, in producing the most goods and services pos- 
sible at minimum cost but an inequitable distribution of income. 
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Jewish social teaching places an emphasis on tikkun olam, repairing the 
world, based on compassion, justice, and righteousness. Repeatedly, 
Jewish texts command the Jewish community to think of others, to act 
with chesed, loving kindness. Individuals are acknowledged as consumers 
and workers but also as human persons, as parents, spouses, and members 
of a community. Jewish social teaching recognizes the human tendency of 
what economists would call strong greed, the desire to obtain as much of 
desired goods and services, and understands how that results in produc- 
tion and drive. At the same time, and distinct from market economics, 
Jewish social thought recognizes another tendency, the desire to care 
about other people and making sure they have the necessities of life, even 
if it means giving up something you have earned. 

Economists are aware of the market’s shortcomings and offer numer- 
ous ways to address them. And perhaps more surprising, Jewish texts often 
include explicit understanding of basic economic principles. Not offering 
a loan as the sabbatical year approaches and putting a cap on profits for 
necessities are examples that have been discussed earlier. In this way, they 
provide guidance on how to determine the trade-off between efficiency 
and equity. Taking both approaches into account results in more robust 
recommendations than would result from a single view because of the 
complexity of these public policy issues. 

Throughout this book, I have analyzed various contemporary public 
policy issues through both lenses. Though on the surface they may appear 
to be in conflict, for several issues, the Jewish teaching supports the market 
economics recommendation. For others, they do indeed point to very dif- 
ferent policies. And perhaps it is no surprise that teachings on how to treat 
fellow human persons are timeless. 

Although the theory of wage determination predicts that raising the 
minimum wage will result in fewer jobs, most recent economic research 
shows that that net effect of an increase in minimum wage will be posi- 
tive—significantly more people will see an increase in income than will 
experience job loss. This is especially true in today’s strong economy, with 
a historically low unemployment rate and private firms paying their lowest 
paid employees almost double the federal minimum wage. Jewish social 
teaching is consistent and insistent that employers treat workers fairly, mak- 
ing sure they are paid on time in a way that allows them to support a family. 

Economic and Jewish teaching on immigration point to the same pro- 
immigration policy recommendations, albeit for different reasons. 
Economic studies find that immigration is good for the U.S. economy. 


7 CONCLUSION 109 


“{I]f annual United States immigration stayed at only 200,000 (its 2018 
level, 70% less than the previous year) rather than a more normal one mil- 
lion, gross domestic product would be $1 trillion lower a decade from 
now” (Goolsbee). And because funding for Social Security and Medicare 
depends on contributions from current workers, more immigrants will 
support funding for those programs (Goolsbee). 

At the microeconomic level, most studies show that immigrants have 
little to no negative impact on native wages and that lower cost immigrant 
labor can lower prices on final products and increase employment for 
workers with complementary skills. 

The Jewish perspective could not be clearer—Jews are to care for the 
stranger, the ger, because they themselves were strangers in foreign lands. 
Strangers are considered to be vulnerable, just as widows and orphans are, 
and therefore need and deserve special care. Certainly, this is true for cur- 
rent immigrants to the United States. 

Although Jewish texts explicitly recognize the economic concept that 
explains many environmental problems, the policy prescription is different 
from the economics solution.! Most economists support policies of taxa- 
tion on actions that contribute to climate change to pay for the cost within 
a market context, as opposed to government fiat. Taxes would reduce 
emissions, though not to zero. 

Jewish teaching privileges community over the individual in cases of 
environmental degradation. Behavior that creates pollution is prohibited. 
With some exceptions, financial compensation to the individuals who are 
harmed is not allowed. This is in direct contrast to the market remedy of 
a tax on such behavior. Health concerns are paramount. Concern for the 
environment is both for the present and for the future, because people are 
stewards of the earth, which belongs to God. “The earth is the Lord’s and 
all that it holds, the world and its inhabitants” (Psalm 24.1). 

Economists recognize that there are costs to making loans, so it is fair 
to charge a positive interest rate, at least enough to recoup those costs, 
and unreasonable to expect that someone would offer a loan interest free. 
Under ancient Jewish law, debts were to be forgiven during the sabbatical 
year, and Jews were forbidden to charge interest to fellow Jews but were 
permitted to charge interest to non-Jews. These rules would be difficult to 
implement today. But “the values behind the laws speak directly to the 
modern reality of rampant consumer debt, deceptive loan practices ...” 
(Brandow). These values can provide guidance when considering policy 
about payday loans. 
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Rebecca Blank writes, “I am an economist and a Christian. As an econ- 
omist, I believe in markets” (Blank, p. 11).? “The key question is not 
‘Should there be a market?’ but ‘What are the limits to markets as an orga- 
nizing structure for economic life?” (Blank, pp. 12-13). She reminds us 
of several things that economists tend to overlook in their zeal to promote 
and defend the market. Among them is the importance of placing eco- 
nomic concerns alongside other values and needs (Blank, p. 5). 

She concludes, “there are times when other-interest is more important 
than self-interest, when we as a society need to respond more effectively to 
the human pain caused by market outcomes, and when ‘freedom to 
choose’ must give way to other values” (Blank, p. 54). 

Market economics and the Jewish social tradition have different pur- 
poses. As Alan Blinder once wrote, “the unfettered market system shows 
no mercy” (Blinder 1988, p. 27). The Jewish social tradition champions 
the need for “mediating the effects of the market economy” (Blank, 


pp. 5-6). 


NOTES 


l. Even though the texts do not use the economic term externalities. 

2. Although Blank writes as an economist and a Christian, her questions and 
conclusions reflect Jewish values and could have been written by someone 
like me, an economist and a Jew. 
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